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MONDAY, NOVEMBER 28, 1955 


Unirep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SvuscoMMITTEE ON Hovustne, 
Washington, D. C. 

The subcommittee met, pursuant to notice, in the caucus room, 
Senate Office Building, at 9:40 a. m., Senator John Sparkman (chair- 
man of the subcommittee) presiding. 

Present: Senator Sparkman. 

Also present: William McChesney Martin, Chairman, Board of 
Governors; W. W. Riefler, assistant to the chairman, and Ralph A. 
Young, Director, Division of Research and Statistics, Federal Reserve 
System. 

W. Randolph Burgess, Under Secretary, Department of the 
Treasury. 

Albert M. Cole, Administrator, Housing and Home Finance Agency. 

Walter W. McAllister, Chairman, Federal Home Loan Bank Board. 

Ralph H. Stone, Deputy Administrator, Department of Veterans’ 
Benefits, Veterans’ Administration. 

Thomas Sweeney, Assistant Deputy Administrator for Loan Guar- 
anty, Veterans’ Administration. 

R. Manning Brown, vice president (mortgages), New York Life 
Insurance Co. 
> W. A. Clarke, president, W. A. Clarke Mortgage Co., Philadelphia, 
a. 
ann P. Coogan, president, Housing Securities, Inc., New York 

ity. 

Prof, Ernest Fisher, director, Institute for Urban Land Use and 
Housing Studies, Columbia University. 

Leon Keyserling, consulting economist and attorney, president, 
Conference on Economic Progress, Washington, D. C 

Robert E. Morgan, vice president, Boston Five-Cent Savings Bank, 
Boston, Mass. 

Prof. Robert Turner, department of economics, Indiana University. 

Charles Wellman, executive vice president, Glendale Federal Sav- 
ings & Loan Association, Glendale, Calif. 

William Levitt, president, William Levitt & Sons, Philadelphia, Pa. 

Senator Sparkman. I suppose we might as well get started. The 
entire panel is here with the exception of Mr. Morgan. 

I had hoped that Senator Capehart would be here, and he may be. 
I have no definite word as to whether or not he will come. Therefore, 
I think we might as well get started and not wait for him.’ It may be 
that he will come in later. 


i 
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This hearing, or, as I prefer to call it, this roundtable discussion, 
has been called in order to inquire into the availability of funds for 
mortgages on residential construction. 

The interest of the subcommittee goes beyond a description of the 
situation at the moment, for we will seek to discover what forces affect 
the mortgage market and how these forces may be influenced by agen- 
cies of the Federal Government. 

It is common knowledge that last spring there was some anxiety 
that overbuilding and overextension of credit were present in the 
housing industry. This subcommittee examined the situation, and, 
after communicating with the heads of the Government housing 
agencies, concluded that the situation was not such as to warrant any 
Federal action on a nationwide basis. 

As I reeall, Mr. Cole of the HHFA, Mr. Mason of FHA, and Mr. 
Burns of the Council of Economic Advisers held the same view. 

Subsequently, however, numerous administrative actions were taken 
designed to curtail both the production and the sale of homes insured 
or guaranteed by the Federal Government. I hope that these actions 
will be discussed in detail. 

In recent years there has been developed a new phase in the financ- 
ing of Government-insured mortgages. This new process is known as 
warehousing. It can be described as the use of short-term commercial 
credit to finance long-term mortgages for an interim period by any 
one of a variety of arrangements. Mortgages may be held by com- 
mercial banks as a convenience to the builder, the mortgage broker, 
or the institutional investor. 

For the most part, builders and investors have expressed their 
approval of warehousing. However, the Federal Reserve Bank in 
New York evidently indicated some disapproval of it. It requested 
that such operations be at least curtailed. 


This is another subject which should be more fully explored during © 


this meeting. 

The subcommittee is concerned too over the reappearance of sub- 
stantial discounts now being charged in connection with the sale of 
Government-insured or -guaranteed mortgages. We have heard sev- 
eral theories expressed concerning the necessity for discounts. First 
we are advised that there is a geo; hical consideration which seems 
to mean that a GI mortgage in ‘Ala ma is not as valuable as a Gl 
mortgage in New York. 

We have heard too that discounts are prevalent whenever mort- 
gage money becomes scarce, which seems to be the case now. 

It seems evident that if there is no control over discounts there is 
in reality no control over the interest rate of a VA and FHA mort- 
gage despite the fact that such interest rate is provided in the law. In 
other words, if the 414-percent yield on the VA-guaranteed loan is not 
sufficient, a discount is charged to increase the yield sufficient to sat- 
isfy the investor. 

In 1952 the Senate Banking and Currency Committee held a meet- 
ing similar to this one. At that time there was also a shortage of 
mortgage money. Heavy discounts were being charged. Statements 
were made that discounts would disappear if the interest rate was 
raised. Eventually, interest rates were raised to today’s level. Now 
again we see considerable discounting of loans, even though these 
loans have a higher rate of interest than in 1952. 
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There is some reason to wonder whether the situation now is parallel 
to that in 1952. 

These are among the subjects which I hope will be explored during 
this meeting. - There will be no attempt on the part of the subcom- 
mittee to restrict the discussion to these subjects. On the contrary, I 
hope that many other subjects can be explored. 

For example, I hope that the Government witnesses will give some 
indication as to why housing credit should be restricted when other 
forms of credit are not. We wish to know whether the administration 
has established a definite goal on housing production and whether 
that goal will be attained or whether the fear of inflation in any seg- 
ment of the economy caused a cutback in housing production or housing 
credit without regard to the attainment of the housing goal. 

In today’s meeting, the subcommittee is utilizing a somewhat dif- 
ferent approach than it has in the past. Today we have invited Mr. 
William McChesney Martin, Chairman of the Board of Governors of 
the Federal Reserve System; Mr. Albert Cole, of the Housing and 
Home Finance Agency; Mr. Walter McAllister, Chairman of the 
Federal Home Loan Bank Board; Mr. Randolph W. Burgess, Under 
Secretary of the Treasury; Mr. Ralph H. Stone, Deputy Administra- 
tor (Veterans Benefits), Veterans’ Administration; and Mr. Thomas 
Sweeney, Director of the Loan Guaranty Service of the Veterans’ 
Administration. The agencies represented by these gentlemen have 
prepared papers to describe the functions and impacts of their agencies 
with respect to Federal credit policy or mortgage financing. 

These papers have been furnished to a group of distinguished in- 


dividuals whose "see in the field of housing and mortgage 


financing is well established. ‘These individuals include Mr. R. 
Manning Brown, Mr. W. A. Clarke, Mr. Thomas P. Coogan, Prof. 
Ernest Fisher, Mr. Leon Keyserling, Mr. Robert E. Morgan, Mr. 
Robert Turner, and Mr. Charles Wellman. 

The one we have called upon to lead off in this discussion is Mr. 
William MeChesney Martin, Chairman of the Board of the Federal 
Reserve System. 

Mr. Martin, we’re glad to have you with us. 

Mr. Martin. Thank you, sir. 

Mr. Chairman, I am delighted to be here. We have prepared some 
charts which have been circulated to you that we thought might be 
helpful to this hearing just on factual data. I have had them dis- 
tributed to all the members of the panel, and I would like to have 
them introduced if that is agreeable at this time. 

Senator Sparkman. That will be done. 

(The charts referred to follow :) 
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CHARTS AND TABLES RELATING TO THE CURRENT REAL ESTATE AND MorTGAGEe 
SITUATION 


PRIVATE HOUSING STARTS 


_Annual Rates 
Millions of Units 
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1951 1953 1955 
Private nonfarm housing units started 
(In thousands of units] 








Montb 1946 | 1947 | 1948 | 1949 | 1950 | 1951 


— | ——_ | —__| |__| |__| | | 











dies Aetictcen tate eta 38 53 46 7 82 61 68 65 87 
PO ccc slisecsenn naan 42 43 49 48 82 77 74 74 74 88 
tints ite eal 62 56 76 65 116 90 91 96 93 113 
PRR EE ED os A 67 67 98 85 131 92 97 107 107 131 
TS wakth. wench titiienctmaind 67 73 99 91 146 98 101 106 107 135 
Sith = tateuecednuee ace ean 63 77 97 91 143 90 97 102 113 131 
) Ree rr aa Sere 61 81 94 140 87 101 96 113 123 
A Reece viii ait bees 62 86 85 97 138 88 97 92 113 1122 
SEDs wGtcs <coteaeace ns 58 O4 81 101 116 95 99 92 113 1112 
October patienwetitnowcaibnieiatall 57 O4 72 102 101 89 99 90 lil 1107 
PP bin wnrcnnmstitiouniindl 48 79 61 93 83 72 82 80 
ic hdc iadasbenind 39 4y 77 79 60 68 65 oe ian... 
Tae ASS 663 846 914 989 | 1,352 | 1,020 | 1, 1,068 | 1, 202 | #1, 
Partly estimated. 


2 Seasonally adjusted annual rate for first 10 months. 


This summer and autumn private starts have been at a seasonally adjusted 
annual rate of slightly under 1.3 million, somewhat less than the first half average 
of slightly under 1.4 million. In the first 10 months of the year the number of 
private units started totaled 1,147,000, substantially more than in corresponding 
months of any other year, except 1950 when the total for these months was 
1,191,000. In 1954 and so far this year, the number of public housing units 
started has been much smaller than in any other year since 1948. 



















MORTGAGE MARKET PROBLEMS 5 


NEW SORT TION 


_ Billions of Gotiers 
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: = = a 
New construction activity, seasonally adjusted 
[In billions of dollars] 
Private 
Total 9 |————_——___ Public 
Residential Business 
12.0 4.0 4.2 2.4 
16.7 6.3 4.9 3.4 
21.7 8.6 | 5.7 4.8 
22.8 8.3 5.3 | 6.4 
28.5 12.6 5.7 7.0 
31.2 11.0 7.2 9.4 
33.0 11.1 7.5 10.9 
35.3 11.9 | 8.4 | 11.4 
37.6 13.5 8.6 11.8 
42.1 16.5 | 9.8 12.0 
8.8 2.9 2.0 | 3.0 
8.9 3.1 | 2.1 | 2.8 
8.7 3.0 2.1 XT 
8.9 2.9 2.2 2.9 
| 
9.0 2.9 | 2.1 3.0 
9.2 3.2 2.1 2.9 
9.5 3.6 2.2 2.9 
9.8 3.7 2.2 3.0 
10.3 4.0 2.3 3.0 
10.7 4.2 2.4 3.0 
10.6 4.2 2.6 2.9 





1 Seasonally adjusted annual rate for ist 10 months. 


Private residential building, as shown in the chart, has declined somewhat in 
recent months from the unusually high level reached this spring and summer, 
after allowance for seasonal influence. Private business construction, meanwhile, 
has continued to rise. These two types of private construction have accounted 
for most of the increase in total construction activity this year, which, ‘as the 
table shows, has reached a seasonally adjusted annual rate in the first 10 months 
of $42 billion, compared with less than $38 billion in 1954. 




































mortgage. 





1 Includes units not mortgaged. 
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CHANGES in HOUSING STARTS 


| Jan.-Oct. 1954 - Jan.-Oct. 1955 
' Thousands of Units 


Total 
Private 







130 


100 


ay 























FHA Conventional 
Nonfarm housing units started, by type of financing 
(Numbers in thousands] 
Percentage distribution 
Total private o 
onven- 
FHA VA aeait 
YEAR 

2008..........5. Se: €63 10 13 7 
1068 «.«. cswacceececcesvevcenentc;ccentedaecnel 846 27 25 48 
WRU iscarcwavadunnniientidiepsictitnadatselianaeiaaiae 914 32 11 57 
TS SERRATE SEC Li RI A) 989 36 11 53 
EERE ES RE Se RE 1,352 35 15 50 
BE Sos conan bu nc peknaies dees  aielacsa 1, 020 26 15 60 
BE, « wc ckcceodepenssehiens ae ae 1, 067 26 13 61 
as . pwomewiwndaipensiee eich: ame. amr 1, 066 24 15 62 

1 nina win'erconi ude apa e d's cibsdleieis eaeniei ioe raat 1, 202 23 26 51 
1965 (20 mem... .nkiccnainkoc cians 1, 147 21 30 49 

QUARTER 

1953: 

ng eS i he eS ee 238 24 12 64 

Is cteinsi ako ace iitescindtlonditatiniiaie RE cl 315 22 12 66 

ecco oc cad dbaker a 280 25 17 59 

OD necttinitin giiunasctousetieeacmame ed 233 25 17 58 
1954: 

Ra. siknsididi actadalahsinicimsibamakaaniiaaieiin 232 22 18 60 

I cossiiihith Uhiviciin clcthalinah aie teddies 327 23 22 54 

I c-osiatti <ikecanncastonest <icaeamasiiieah tanta 339 23 28 49 

EEO 304 24 36 43 
1955: 

Wit sccsivteedhasenulitNnssaeipbiinitnscakamimckshia sehen 288 21 29 50 

ll Nii ABE ES i A iE ee 397 22 28 50 

Dis cinch. <<a nde canchstilo cased ieee 348 22 32 6 


Comparing the first 10 months of 1955 with the like period of 1954, it can be 
seen from the chart that most of the increase has been in units started under VA 
guaranty. The number of VA starts was more than two-fifths larger in the first 
10 months of this year than last, and amounted to 30 percent of total private 
starts, larger than in any preceding comparable period. Many of these units 
have been available to borrowers with no downpayment and 30 years to pay the 
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| WHOLESALE PRICES — 


14749400) | 
.~ ie | 
| ps bl ll a 





mo fh eM 2g 
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|_| Building - Materials 
Lo) ele | ANG 
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ioe } 
te poet | | tg 
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| Consumer Goods | | 
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1949 1951 1953 1955 


Wholesale prices of selected building materials 
[1947-49 = 100] 





Lumber Prepared 
Heating | Plumbing | Prepared | Concrete 
End of quarter ees and meee equipment | equipment paint 











118.0 120.5 114.0 116.7 109.8 113.2 98. 6 
117.8 119.9 113.5 118.0 110. 6 112.9 106.0 
118.7 120.4 113.7 118.1 110.6 112.9 106.0 
118.3 119.7 113. 6 118.1 110. 5 113.1 106.0 
119.2 121.7 113.9 114.3 110.5 113.8 106.0 
120.5 121.5 114.6 113.5 110.8 118.2 105.8 
| 120. 4 119.2 115.8 118.7 111.0 119.3 109.8 
119. 5 117.4 115.5 118.2 112.7 119.6 108.9 
| 119.3 116.7 114.4 118.2 112.8 117.3 109.9 
118. 5 116.3 113.8 118. 5 112.8 117.5 2 
121.3 119. 5 1141 118. 5 112.8 117.8 104.1 
122.0 120.0 114.3 118.7 112.8 117.4 106.1 
122.8 121.9 113.6 123.0 114.0 118.2 98.8 
124.1 123.7 113. 5 123.2 114.8 118.3 106.7 
128.4 125. 6 117.2 128.1 114.8 119.3 114.6 


Following about 3 years of relative stability, average wholesale prices of build- 
ing materials began to rise after mid-1954 and continued without interruption to 
a new peak in the third quarter of 1955. Wholesale prices of industrial com- 
modities and consumer goods, meanwhile, as shown in the chart, have shown 
considerably less change in recent months. Price rises have been fairly general 
among major groups of building materials, with the largest increases in lumber 


and wood products, plumbing and heating equipment, and prepared asphalt roof- 
ing. 
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MORTGAGE DEBT 


[ Saetee sa tae ow a> ' T 7 1 ee ee ae 
' Billions of dollars — 


++ 8 








Loans Made 











1951 1953 1955 


Outstanding mortgage debt on 1- to 4-family nonfarm houses 
[In billions of dollars] 


Federally underwritten 





Conven- 
tional : 
END OF YEAR 

BE Hc masioconantaaanall 14.5 
4.1 0.2 14.3 
3.7 2.4 16.9 

28. 2 3.8 5.5 18.9 ' 
33.3 5.3 7.2 20.8 
37.6 6.9 8.1 22.6 
45.2 8.6 10.3 26.3 
51.7 9.7 13.2 28.8 
58.4 10.8 14.6 33.0 
66.0 12.0 16.1 37.9 
75.7 12.8 19.3 43.6 
89.0 14.2 25. 4 49.4 









60. 1 11.1 15.0 34.0 
62.3 11.4 15.3 35.6 
64.4 11.7 ~ 15.8 36.9 
66.0 12.0 16.1 37.9 
67.6 12.2 16.6 38. 8 
69.9 12.4 17.3 40.2 
72.7 12.6 17.9 42.2 
75.7 12.8 19.3 43.6 
78. 5 13.2 20.3 45.0 
82.1 13.5 22.0 46.6 
86.0 13.9 23.8 48.3 









1 Estimated by Federal Reserve Board. 
2 Partly estimated. 


Mortgage lending has increased much more rapidly than debt repayment in 
recent years, as the chart shows, so that the outstanding debt has continued to 
rise. This year the increase will probably amount to more than $13 billion, 


' 
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compared with $9.7 billion in 1954 and $7.6 billion in 1953. The total amount of 
home-mortgage debt outstanding at mid-1955, as shown in the table, was $82 
billion and will probably be about $89 billion at year end. This is double the 
amount outstanding as recently as the end of 1950 and almost 5 times as high 
as at the end of the war. In the past year federally underwritten mortgage debt 
has risen somewhat more rapidly than conventional, and currently well over 
two-fifths of total home-mortgage debt is guaranteed or insured by the Federal 
Government. 


MORTGAGE LENDING - NonFARM 


Millions of dollars =| | 
Millions of dollars 


~ 


— 2000 








1500 
pty 
Se Oh itl tan Seale nate NESE GAs: CS eae | \ ps 1000 
1951 1953 1955 
Nonfarm mortgage recordings of $20,000 or less 
Total | Rexinesond nee Commercial Savings 


ciations companies anks banks 





In billions of dollars 














YEAR 
' 
Se eee 10.6. | 3.5 | 0.5 2.7 0.5 
|<... 26s ee 11.7 3.7 | "| 3.0 6 
a ee 11.9 | 3.6 1.0 | 2.7 | 7 
SiR RARINBS «cn aie Sarge on 11.8 | 3.6 | 1.0 | 2.4 | 8 
ton... 16.2 | 5.1 1.6 3.4 | U1 
BOs chaise cs ities: oo ace 16.4 | 5.3 | 1.6 | 3.4 | 1,0 
Pics ap ic tcakec dhe tteineacin'n nce 18.0 | 6.5 | 1.4 | 3.6 | 11 
ne ee 19.7 | 7.4 1.5 | 3.7 | 1.3 
SN  csoapalllidiy ha seena <i som aa aloe 23.0 | 8.3 | 1.8 4.2 | 1.5 
1955 (9 months) !...._-_______.-- 21.6 8.2 1.5 4.2) 1.4 
In millions of nite 
4, 418 | 1, 585 347 | 863 | 269 
5,177 1, 965 391 | 968 | 333 
5, 236 2,024 | 379 | 948 | 361 
4,917 1, 792 | 363 | 901 | 364 
4, 581 1, 651 | 336 | 873 272 
5, 588 2, 085 399 | 1,031 363 
6, 235 2, 270 485 | 1,124 421 
6, 570 2, 306 547 1,212 445 
6, 437 2, 318 489 i 202 378 
7,475 2, 875 502 1, 454 460 
7, 682 2, 959 479 1, 498 515 





' Partly estimated by Federal Reserve. 
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Mortgage lending on small nonfarm properties, seasonally adjusted, has in- 
creased almost without interruption since the end of 1953 to the current un- 
precedentedly high level. In the first three quarters of this year mortgage 
lending has amounted to almost $22 billion, one-third larger than in the like 
period of 1954 and larger than in any other full year on record, All major types 
of institutions have participated in the record volume of lending this year, with 
savings and loan associations accounting for almost two-fifths of the increase 
from a year ago. 


ADVANCES OUTSTANDING 
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The sharp expansion in mortgage lending by savings and loan associations has 
been greater than the net inflow of savings to these institutions, so that borrow- 
ings from the Federal Home Loan Bank System have increased at an unprece- 
dented rate. Advances to savings and loan associations in the second and third 
quarters of 1955, at over $400 million in each quarter, were more than double the 
advances made in like periods of 1953 and 1954. By the end of October, savings 
and loan associations owed a record $1.3 billion to the Federal home loan banks, 
compared with less than $900 million at the end of 1954. 


LOANS — COMMERCIAL BANKS — 








Increase in major types of loans at commercial banks 
{In billions of dollars] 
Real estate Business Consumer 
; 
REET chi nt PUM sc Aisi aire diacetate ii 2.5 4.6 1.2 
wevwoqusuueelaibihapistinidailistsogushinerwuciwenhinsewehieinet 2.2 4.0 1.2- 
Ricsinmanruieinhiityassckiipientegthidiadle biieks sacea a Mnln «es aaa 1.4 7 1.0 
isin Miele aiuto de ail a —1.9 LO 
scpecscMBserrsscoslccee 2.0 4.9 1.6 
Siadicdedcdsesecccscckes 1.0 4.0 ie 
, nconeivnnet te wnnieeatpeniscdecisns net ssuesnccdsoisenso 1.1 2.0 1.9 
bo cnc ncea beet cnsenwcanubitbdbeddcdieccotietscorccdvee 1.0 —.7 1.5 
b -ovavinkibieeh ett « ai uns aaihbdcckancsnncemmmencctecrccenacces 1.7 —.3 —.2 
Bid ataBiekisvn dacikach eauesategheecilitiin astemcates 2.3 4.1 1.8 
= mai gn oh ah incense metllens Rii alae in aaa Baan Seeds 2 0 6 
DB. nccacne oe an cies non chic coe oa ages 3 —.5 6 
A. ccna cdl inn eae nite wins sha nce SERN 3 5 eg 
; MD. nec hE pp od eennn nnptackhancmaiiarsmuee ae 2 —.7 0 
Ben ash all on dininennenehiecletiseupeaeuwiese~an ecru 1 —.5 —.3 
D6 ooo occ eden sad sndneeopilodk Assan .4 —.6 2 
Io nntighc incase Nia li ann sca Maen «hie 6 0 -.1 
OR nnn one non saccbhetianeAecuu tues. aed 6} 8 0 
1955: 
Bh. cascada cce-menaititbnn sanantsc+cedieaiei aii .6 6 3 
OB ianinics JEAN ~ ches Pieaheaeaaas sk ek ee 8 1.5 8 
ic sndctiltanicdinit ,canethnestoaes . viiaacesosiaasisis cro ciaiiebanad a 1.9 5 





Major types of loans at commercial banks have expanded sharply this year, as 
shown in the chart, to new record levels Outstanding at the end of October. The 
increase in real estate, business, and consumer loans, as shown in the table, has 
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been greater in the first 10 months of this year than in many preceding full years. 
Last year, both business and consumer loans outstanding declined, but real-estate 
loans have been rising markedly since early 1954. 

Indirect lending by banks for consumer purposes, such as loans to retailers to 
carry consumer receivables, loans to sales finance companies, to personal finance 
companies, and to credit unions are included under business loans. Thus the full 
role of consumer borrowing in the expansion of bank credit is not fully disclosed 
by the change in direct bank loans to consumers. 


GOVT. - AIDED FINANCING 
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Requests to the VA for appraisal of new houses increased sharply during 1954, 
as shown in the chart, and reached a peak in the second quarter of 1955. Since 
then there has been a decline from this exceptionally high level and this autumn 


appraisal requests have been smaller than the year. ago number. 


Byen so, the 


total in the first 10 months of this year, as shown in the table, is larger than the 
preceding full year.. Applications to the FHA for insurance of mortgage loans on 
new houses have been declining recently following a rise to a fairly high level in 
1954 and the first part of 1955. 
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The major types of savings institutions as a group used the bulk of their net 
inflow of funds in the first half of 1955 to increase their mortgage holdings, as 
can be seen in the chart. More than three-fourths of the increase in assets of 
savings institutions was in mortgages, compared with about three-fifths in the like 
period of the 2 preceding years. Life insurance companies and savings banks in- 
creased substantially their proportion of investments in mortgages, as indicated 
by the table, while savings and loan associations continued to devote the bulk of 
their inflow of savings to mortagage investments. 


PRIVATE CREDIT EXPANSION 
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Private credit expansion was substantial in the 12 months ending September 
1955, as shown in the chart, with the increase in mortgage debt accounting for 
about half the increase. In the first 9 months of 1955, as shown in the table, 
the increase in private debt was substantially greater than in comparable 
periods of 1953 and 1954. All types of private debt, except municipal, showed 
much greater increases this year than last. 

Mr. Martin. Now, I have a general prepared statement which I 
propose to read if that is a ble to you. { would also like to make 
a few general comments. Or if you'd rather not have me read this—— 

Senator Sparkman. You proceed in your own way. Whether you 
read it or not, it will be included in full. If you want to read it, go 
right ahead. 
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Mr. Martin. Well, I’d like before reading this statement to make 
a few general remarks about the way we feel about the general picture. 
1 think this hearing comes at a most appropriate and useful time, and 
we welcome it very much in the Federal Reserve. a 

Now, it comes at a time when I assume that the solicitude of all of 
us is that we prevent another 1929 if it’s possible to do so. We recog- 
nize that the forces that make for a collapse in the nature of 1929 
take a long time to develop. 

Now, this is nota fear statement of any sort. If I thought we were 
facing a 1929, I’d: be up here with a long prepared statement of that 
sort. But that is our collective endeavor. And the impact of housing 
on this picture is just incidental to that because we want the people to 
get better housing whether they get 144 million new houses in a vate 
or 2 million houses in a year or 4 million houses in a year. I don’t 
know myself what the level or pace of housing construction ought to be. 

We are convinced that we’re doing a disservice to householders and 
to the community collectively if policies are pursued, however inad- 
vertently, which fail to recognize the pressures for credit which make 
the pace so fast that it cannot be sustained. 

I lived though the 1929 collapse as most of you around this table 
did, This generation has gotten: away from it. And I say categori- 
cally that 1 have some fears about the pace of the economy in recent 
months, particularly whether or not that pace is sustainable. 

Housing is just one aspect, of the total economic activity. The de- 
mands for credit wliich have/been: auyoenin’ have been persistent: and 
vigorous in other fiélds as wéll as housing. We have large credit 
demands to finance consumer durable goods, particularly automobiles. 
We have the plans for pant and equipment expenditure for 1956 
which are large and will represent very sizable demands for credit. 
We've had wage-cost pressures in many lines all during the year, and 
these pressures do: not seem to be abating. We have started an inven- 
tory accumulation, which fortunately hasn’t gotten out out of hand 
in any sense up tothe present,time. We:have reached high levels of 
employment, and our efforts, of course, should be. di to having 
as high levels of employment as we possibly can attain and maintain. 

But we believe, those of us in the Federal Reserve, that inflation will 
not create jobs that.can be. sustained, but, quite the contrary, will 
undermine the stability of existing jobs and will eventually create 
2 unemployed for 1 unemployed that there might be if we had a more 
reasonable pace of endeavor. 

Restraint of inflationary tendencies is our primary objective of the 
policies that have been perme’. 

In public policy of all kinds we are dealing with extremely complex 
forces, and there is one factor that I don’t believe any of us in this room 
can make any other than general observations on. at is the psycho- 
logical factor. We will all have our various views of what makes 
i 4 beens and Sonne confidence factor, berets is developed, 

ow it can be destroyed, whether you are moving too far in attempti 
to cope with overconfidence. i “¥y skins 

I think all of us recognize that this is a free economy and that you 
cannot in a free oe be certain what these psychological implica- 
tions are or may be. But they are factors with which you have to 
deal ¢arnestly, carefully, objectively, and prayerfully. I add the 
word “prayerfully” because I think we’re dealing with an extremely 
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delicate and difficult mechanism. Those of us in the Federal Reserve 
at the present time are dedicating our best efforts to doing what we 
can to lost against the breeze, so to speak, as I have said repeatedly, 
when it’s necessary, without any conviction on our part that we can 
control or handle these subtle forces by ourselves. 

We have got to depend upon the public. We have got to depend 
on the understanding of you builders. We have got to depend on 
the understanding of Congress. We need all the Sale that we can 
possibly get in this undertaking. And we know that we’re going to 
get it from you, Mr. Chairman, and from the Banking and Currency 
Committee. That’s why we’re delighted to be up here. 

We may have minor differences of opinion on various things, but 
all of us are working for the same collective purpose. 

I just wanted to put this into the record by way of background, 
because my detailed. statement will make our position a little bit 
firmer, and we can start the questions from there. But I want to 
emphasize in these opening remarks that we want as much housing 
a as many houses—and we’ve been getting them this year—as we 
can possibly have. We want every man, woman, and child in this 
country better housed than they have been. But we want them 
to be able to maintain that housing after they get it, and we want 
them to be able to meet their commitments at the same time, because 
I haven’t. yet in any community seen any desire to give the houses 
away without any expectation of repayment. 

We’re working in a profit-and-loss economy and an economy where 
we often think of the profits but we don’t think of the loss factor, 
the penalty factor. 

This year, we have had these inordinately large demands for credit. 
We don’t think they have gotten out of hand yet, but we think there 
have been indications particularly in prices, and to this hearing we 
mention building materials as one of them where if the price pressure 
grows greatly and imbalances occur you will see prices move very 
volatilely, with a resulting maladjustment which will be very, very 
difficult to handle. 

What we've been trying to do is to moderate as best we can with 
the tools at our disposal, recognizing that in the broad sense it’s the 
public—public understanding in a free economy and especially the: 
understanding of businessmen, that has to do most of the moderating. 
We talk a lot about labor statesmanship. We also need business 
statesmanship. And we need the statesmanship of everyone. I use 
that a loosely, perhaps, but the essence of statesmanship is “under- 
standing.’ 

I i very interested recently in a visit to New York in a talk I 
had with a small entrepreneur on lower Broadway. It was in fact 
the day after we raised the discount rate. I have visited with him 
on many occasions for a long time and he knows me well, so I wondered 
what his reaction was.. When he saw me, he said: 

“You know, Mr. Martin, I think you did the right thing yesterday.” 

“Well,” I said, “that’s fine, Joe. What makes you think so?” 

“Well,” he says, “we've never had in our ewes line better 
business than we have at the present time, and I realize that you want 
to prevent another 1929.” 

And I said, “By George, Joe, you couldn’t have made a better 
statement of what we are trying to do.” 
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So much by way of introductory remarks. Now I'd like to develop 
this prepared statement. And I also with your permission, Mr. 
Chairman, would like to have you feel free to call upon Mr. Riefler, 
who is a distinguished economist and an associate of mine and of the 
Board and of the Federal Reserve, and Mr. Young, who is the head 
of our Division of Research and Statistics, who will be here, and both 
of those gentlemen are more competent, I am glad to say, than I am. 
That’s what makes my job easier than it would be if I had less com- 
petent assistance. 

Congress has placed on the Federal Reserve System responsibility 
for formulating and carrying out national credit and monetary 
policies. The System’s objective is to contribute to sustainable eco- 
nomic growth and to maintenance of a stable value for the dollar. 
This responsibility for credit and monetary conditions relates to the 
overall credit situation, not to markets for particular goods and serv- 
ices or to the activities of particular producer or consumer groups. 

The System’s only direct influence on a particular market is exer- 
cised through margin requirements (regulations T and U) in the mar- 
ket for registered stocks. 

The System’s actions influence most directly the lending and invest- 
ing activities of commercial banks, those which supply the credit used 
by individuals or businesses. These operations of the commercial 
banks, in turn, influence other financial institutions and markets. 

The general economic developments with which the System is pri- 
marily concerned are the result of combined activities of the many 
markets that make up the economy. The System must keep itself 
informed constantly a these particular markets in order to make 
judgments and to determine appropriate credit and monetary policies. 

Response to the subcommittee’s inquiry about the influence of credit 
and monetary policy on mortgage and housing markets must be con- 
sidered against this background. As these are specific markets, the 
influence of credit and monetary policies upon them is indirect. 

The amount of housing that may be built, sold, and financed within 
any period depends upon a number of considerations. Demand for 
housing depends on growth and shifts in families and other occupants, 
upon price factors, and upon ability of individual buyers to finance 
their purchases. It also depends upon the physical availability of 
resources for construction of new homes—land, building materials, 
and labor. This places definite limits on the amount of housing that 
can be added to the supply within any short period of time. 

The capacity of the economy to ce home purchases must also 
be considered. The availability of funds for investment in mortgages 
depends on the flow of savings, on alternative opportunities for invest- 
ing funds, and on credit and capital market conditions generally. 

idential building and home purchases are stro - influenced 
by the availability and terms of an The nature of this influence is 
not easy to trace, for many other factors are always at work. It 
is clear, however, that. because of the complemt of these markets, the 
impact of credit and monetary policy on their different sectors and on 
participants therein varies considerably. Because mortgage markets 
are local in important respects, variations usually develop among 
geographic areas, reflecting different market structures as well as 
differences in ional economic development. To a considerable 
extent, the oe pment of federally underwritten mortgages has 
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served to reduce regional differences in the supply of savings relative 
to local investment demands. The relative attractiveness of federally 
underwritten mortgages and conventional mortgages may change from 
time to time, partly because interest rates on the latter are free to 
vary more widely than are rates on the former. 

The effects of changes in credit and monetary policy normally take 
some time to permeate a market as complex and variable as the mort- 
gage market. They may be particularly slow to influence construc- 
tion, for instance, if the amount of financing commitments by lend- 
ing institutions is large. The precise timing of events cannot be fore- 
seen in view of the many variables involved and the changing circum- 
stances of each period. 

For example, from mid-1952 to mid-1953 large overall demands for 
credit pressed upon limited, though growing, credit availability and 
resulted in some strains on financial markets. Expansion of real- 
estate mortgage debt was restrained at the start of this period by the 
selective regulation of real-estate construction credit. Regulation X, 
governing the extension of conventional credit on new houses and 
other new structures, was suspended in September 1952, but some 
restrictive conditions on federally underwritten mortgages continued 
until April 1953. 

Federally underwritten mortgages having relatively low maximum 
interest rates became less attractive to investors in a market. of gen- 
erally rising yields, and were salable only at discounts from par. GI 
loans on new houses, in particular, declined markedly during the year 
ending June 1953 and were a much smaller proportion of total mort- 
gage lending than in comparable earlier periods. Conventional mort- 
gage lendine meanwhile increased substantially. although such loans 
were generally available to borrowers only at higher interest rates and 
on more restrictive terms than had been the case prior to selective 
credit regulation and veneral credit restraint. 

Interest rates on federally underwritten mortgages were raised in 
May 1953. Shortly afterward, the slackening of other credit demands, 
the easing in credit and monetary policy, and the resulting decline in 
yields on nonmortgage investments improved the competitive position 
of mortgages generally in financial markets. Moreover, the flow of 
savings to financial institutions was increasing rapidly while issues 
of corporate securities available to investors were reduced. 

The chanved demand and supply situation in financial markets be- 
gan to be reflected significantly in mortgage markets late in 1953. By 
that time, with slackening in other demands for credit and a continu- 
ine decline in yields on comnetitive investments, funds for mortgages 
with Federal underwriting became much more readily available, with 
both FHA and VA loans selling in secondary markets at prices close 
to par, and interest rates on conventional loans reduced by one-fourth 
to one-half percent. Investors began actively to seek mortgages on 
terms which they would not have granted 6 months earlier. Commit- 
ments by lenders to take mortgages, especially those guaranteed by 
VA, were made in increasing volume toward the end of 1953 and rose 
sharply in 1954, and many lenders who earlier did not engage in such 
activity began to do so. 

The rise in mortgage credit on hewlv completed and existing prop- 
erties did not occur until the second half of 1954. In that period total 
mortgage lending was one-fourth larger than in the preceding 6 
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months, reflecting gains in most types of loans for purchase of both 
new and cxistivaatoatin GI loans were increasingly available to bor- 
rewers with no downpayment and maturities of 30 years, and other 
types of mortgage loans were also readily available on favorable terms. 

Mertens. lending on residential properties expanded sharply in 
the first half of 1955 to an all-time high of almost $14 billion. The 
volume of GI loans made on new houses rose markedly to over $2 
billion, the largest total by far for any half year. In the same period 
there was a sharp rise in A ihsared loans on existing houses to over 
$900 million, reflecting chiefly a liberalization of terms made possible 
by the Housing Act of 1954. 

For the full year ending June 30, 1955, new records for nearly all 
types of mortgage lending were established. The ready acceptance 
by investors of VA-guaranteed loans on terms favorable to borrowers 
and the accumulation of a large backlog of commitments by lending 
institutions, to take mortgages in the future, stand out as major 
influences on the mortgage market during this period. Increase in 
the volume of VA loans amounted to over two-thirds of the increase 
in lending on new houses and over two-fifths of the increase in lending 
on existing houses. Meanwhile; FHA-insured loans made on new 
houses during these 12 months showed little change from the two 
preceding 12-month periods. 

The influence of credit conditions on home building and purchase 
is even more difficult to trace than that on mortgage markets, par- 
ticularly as far as the timing of change is concerned. For example, 
there was little decline in residential construction activity as a result 
of the ¢redit stringency in the spring of 1953. Subsequently there was 
considerable lag in the adjustment of residential market activity to 
the change toward easier credit availability which began around mid- 
1953. The number of housing units started through the first half of 
1954 was little different from comparable periods in preceding years. 
Statistical measures of prebuilding activity did not begin to move 
upward until early 1954, but thereafter rose rapidly. By August 
requests by builders to the Veterans’ Administration for appraisal of 
proposed houses were more than double the largest monthly total in 
the 3 preceding years, Applications to FHA for mortgage insurance 
on new houses also reached considerably higher levels in the summer 
and autumn of 1954 than in previous comparable periods. 

Reflecting the upsurge in prebuilding activity, new private housing 
starts beginning in June 1954 increased contraseasonally through the 
end of the year, with monthly totals in the last quarter the largest for 
any comparable month on record.. The substantially larger volume 
of units started in the second half of 1954 compared with the like 
period of 1953 reflected chiefly a more than doubling in units started 
under VA guaranty. Units started under FHA financing arrange- 
— oo increased slightly, while conventionally financed starts 

eclined. 

Sales of old as well as new houses accelerated in the second half 
of 1954 and continued strong through the middle of 1955. In the 12 
months endine June 1955, substantially more houses were sold than 
during preceding comparable periods. Reflecting the impact of 
easing terms in the GI loan market during 1954, the increase in units 
sold with VA-guaranteed mortgages in the year ending June 1955 





20 MORTGAGE MARKET PROBLEMS 


amounted to almost two-thirds of the increase in new house sales and 
nearly two-fifths of the increase in existing house sales. 

This summer and autumn economic activity in most lines has been 
at new high levels. The gross national product in the third quarter 
was a record $392 billion—seasonally adjusted annual rate—and a 
further large increase is indicated for the current quarter. In Oc- 
tober, industrial production continued at the new high established in 
September, and nonagricultural employment was a record for any 
October. 

The most striking economic developments over the past year have 
been the marked expansion in consumer buying, especially of durable 
goods—I mentioned that earlier; that is, particularly automobiles— 
renewed rise in business outlays for fixed capital, and the relatively 
moderate nature of inventory accumulation. Since output in man 
areas is now close to capacity, further increases in production wi 
necessarily be at a slower pace and growth in consumption and invest- 
ment demands will need to be correspondingly moderated. 

Reflecting the pressures of expanding demands upon limited sup- 
plies, wholesale prices of industrial commodities have been rising 
considerably since midyear, with the increases more recently extend- 
ing to intermediate products and finished goods. Consumer prices, 
which have been relatively stable for 2 years, have recently shown 
signs of edging up. 

The situation is not greatly different in construction and _real- 
estate markets, except that these markets have been extraordinarily 
strong for a longer period. Since the recovery in the general economy 
began more than a year ago, activities revolving about construction 
and real estate, which continued high throughout the 1953-54 re- 
cession, have expanded sharply further and are now at. record levels. 
The evidence in recent months suggests increasingly that construction 
and real-estate activities—even more markedly than most manufac- 
turing activities—are close to Caen In these areas, as in the 
economy as a whole, a major current problem is to prevent development 
of inflationary forces, which could lead to serious maladjustments and 
declines from the gratifying levels of activity experienced in recent 

ears. 

: The recent volume of construction and high levels of economic 
activity generally have resulted in large and widespread price in- 
creases for building materials. After about 2 years of comparatively 
easy material supplies and efficient operations, materials shortages and 
delays in the progress of work have reappeared. Likewise, financing— 
in competition with many other expanded demands in a capital market 
characterized by large, though limited, supply—has become more 
difficult and more expensive for many types of undertakings. 

Some observers in recent weeks have attributed these developments 
and the moderately reduced level of starts solely to a more restrictive 
monetary policy. This is by no means an adequate explanation. For 
example, although housing starts for some months have been below 
the very high levels reached last spring, the number of houses under 
construction this summer was probably larger than ever before. If 
construction delays have been as serious as some trade reports suggest, 
this number may still be rising. 

Right here, I think, is the nub of it. The number of new houses 
completed and occupied in the first 6 months of 1955 was considerably 
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larger than in any other first-half year. Completions in the second 
half will undoubtedly rise further to exceed the alltime record second 
half of 1950. 

These completions have required an exceptionally heavy volume of 
financing. In addition, sales of an unprecedented number of old 
houses have also been financed. Accordingly, mortgage lending so 
far this year is at record levels, more than one-fourth higher than in 
the comparable period last year. Demands for financing are still 
rising. Whatever effects the present credit situation may be having 
on housing markets, it has not prevented an extraordinarily large 
volume of mortgage underwriting. It is the large demands for credit 
throughout the economy, rather than a curtailment of funds for invest- 
ment in housing, that has caused a tightening in the money market. 

Right here I'd like to make a couple of observations about the prob- 
lem as I see it. The press and others have a tendency to say that a 
policy is a failure or success based upon statistical measurement; in 
other words, that the Federal Reserve has not been successful in its 
increases in the discount rate so far this year except in one sector, and 
that is in the housing field with its decline in construction starts. 

I think that represents a very serious misunderstanding of the 
purpose and the use of our instruments. We are not trying to punish 
anyone or reduce activity any place. What we're trying to do is to 
see that we maintain a continuing high level of business without ex- 
periencing strong inflationary pressures. 

The fact that we have had four increases in the discount rate doesn’t 
mean that the other discount rate changes were a failure. What I 
think it means is that these changes were adjusted properly so as not 
to throw too serious a burden on the economy at the time they were 
made and at the same time not be totally ineffective. 

We are constantly riding a delicate balance, and this psychological 
factor that I mentioned earlier comes in here. 

Now, I hope that business will continue so well that we may have 
to raise the discount. rate several more times, because that is a sign of 
good business as well as a sign that some things may be getting out 
of hand. Success or failure is not. measured in the reduction of starts 
either in the housing business, or the automobile industry, or any 
other industry, It’s in its impact upon inflationary forces. 

Let’s take the current price situation where the problem has been 
augmented for us recently. We have talked about stability of prices. 
We have had a generally stable price level, if you take the fact that 
since June industrial prices have risen some say by 3 or 344 percent 
and others by 5 percent. I’m not going to argue about the measure- 
ments, but the rise has been quite marked in my judgment since the 
middle of June. 

That has been offset by a decline in farm prices, which I deprecate 
just as much as anyoneelse. And stability that widens the gap between 
farm prices and industrial prices is not the sort of stability that we in 
the Federal Reserve believe is tenable. 

When it comes to adjusting farm prices upward in the face of heavy 
supply pressures or when it comes to using credit and moneta 
policy to produce or adjust the economy generally to higher leve 


of activity when it is in a severe depression, money and credit. policy 
has limited usefulness. People will not borrow money unless they see 
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a chance to make a profit on it. That is an important psychological 
factor that we must always remember. 

When it comes to restraining factors, we can be more effective, 
but the very fact that we can be more effective means that there is 
greater risk in using restraint and means further that we’re constantly 
going to be met by people who are saying, “Well, now you're playing 
with fire. Don’t doit now. Wait just a little bit longer.” 

It’s the “waiting just a little bit longer” that makes the delicate 
and difficult task for us. We hope that our actions will not be too little 
or too late and that they will not in any way be anything more than a 
sustaining influence on the economy and help in correcting the im- 
balance in demands and prices which become perfectly obvious when 
excesses occur in too many lines. 

There are some areas of the economy today—take the steel in- 
dustry, the glass industry—where the demand has gotten so great that 
the probabilities of price increases are large. I sincerely hope this 
situation will call forth a degree of business statesmanship on the part 
of leaders in those industries, that they will not take undue advantage 
of it, for it is a temporary situation in part. 

These are some of the complex factors that we are trying to deal with. 
Our activities are not directed toward restraining housing in any 
sense of the word or any other sector of the economy. Actually, we 
want to see as much activity and as much employment overall as 
possible. It makes our job that much easier. But also we don’t want 
to run away from the fact that decisions have to be made from time to 
time and that during a period such as this decisions acquire an urgency. 
But on the whole the economy is performing satisfactorily, and it’s 
our job to try to keep it performing satisfactorily. 

Let me return here to my written statement. 

Mortgage repayments have also been rising, but at a slower rate. 
Asa result, the amount of mortgage debt outstanding has been growing 
rapidly. Mortgage debt outstanding on small properties this year can 
be expected to increase by about $13 billion, compared with $9.6 
billion in 1954. 

This year’s increase in all nonfarm mortgage debt will be close to 
$16 billion, and of this over $11 billion will be acquired by three major 
groups of lenders—savings and loan associations, mutual savings 
banks, and life insurance companies. This is a very large proportion 
of the total increase this year in the capital and liabilities due from 
these institutions to the public. In other recent years the increase in 
their capital and liabilities to the public exceeded the increase in their 
mortgage holdings by a wider margin. 

To obtain the funds needed to keep up the recent high and rising 
level of mortgage lending and to meet other financing demands which 
have also been large, these institutions have been borrowing heavily 
this vear from commercial banks. Mortgage lenders have also been 
obtaining forward commitments from the banking system in order 
‘ os in a position to make good their own forward commitments to 
end. 

A special survey of large city banks indicated that in the year ended 
August 10, loans of such banks to mortgage lenders had risen by over 
half a billion dollars and that additional commitments for $11, billion 
of loans to such lenders were outstanding. 
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In addition, direct real-estate loans by commercial banks are likely 
to rise this year by over $3 billion. 

It should be borne in mind that expansion in commercial eee 
operations creates new supplies of money in contrast to other financia 
institutions which lend existing funds. 

It is evident that consumers have been buying houses, both old and 
new, at a higher rate than ever before. Builders’ operations—which 
means houses under construction, builders’ financial obligations, con- 
sumption of materials and need for credit—have been higher than ever 
before. Commitments of financial organizations to take mortgage 
loans have been very close to if not the largest on record. Moreover, a 
larger proportion of financial institutions appear to be obligated on 
commitments. This means that individual institutions have not had 
the freedom to respond to the current demands that they might other- 
wise have had. It no doubt accounts in part for reports that builders 
are unable to obtain additional forward commitments. 

With the housing industry operating close to capacity and bidding 
actively against other industries for resources, prices of construction 
materials have increased. Properties under construction have been 
very high and so also has been construction financing to carry these 
inventories. The demand for funds has been beyond the supply of 
savings, and additional funds have been supplied from an unusually 
large expansion of bank credit. 

Except, perhaps, for the extent to which commitments to finance 
future transactions are outstanding, the situation in residential con- 
struction and real estate is very much like the credit situation gen- 
erally. Heavy demands for credit have been in evidence almost 
everywhere—to finance the high level of consumer buying of auto- 
mobiles and other durable goods; to finance business expansion of 
fixed plant and equipment; to finance public improvements by State 
and local governments. 

In my earlier comments I didn’t stress State and local improve- 
ments, but that has been a very important factor and I think by and 
large a very desirable factor. 

The Federal Government has also been a substantial borrower in 

recent months, but, of course, most, if not all, of this borrowing will 
be offset by debt retirement during the remainder of the fiscal year. 
The volume of investable funds becoming available from consumer 
and business savings has not been adequate to take care of all these 
demands. Mortgages are competing with all these other uses for the 
large, but limited, supply of funds. 
_ While some expansion of commercial bank credit has been desirable 
in order to supply additional cash ae consistent with the growth 
needs of the economy, the commercial banking system could not have 
met all of these demands for credit not supplied from savings without 
running the risk of inflationary consequences. 

In a prosperous, expanding economy, funds for financing home- 
ownership, as well as financial ownership of other long-lasting capital 

oods, should come as far as possible Sein savings in the Paulie of 
the owners or made available on loan from institutional or other 
holders of accumulated savings funds. Free competitive crédit-mar- 


~~ the most effective means for allocating these funds to’appli- 
cants, 
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Under prevailing conditions, demands for funds are running far 
ahead of the supply of savings. To meet these demands by creating 
new supplies of money through the commercial banking system with 
Federal Reserve assistance would invite dangerous inflationary reper- 
cussions throughout the entire country. 

That completes my written statement, Mr. Chairman. 

You mentioned mortgage warehousing in your introductory com- 
ments. I want to make it clear at this point that the Federal Reserve 
Board has not made any statement on mortgage warehousing. You 
have a letter from Mr. Sproul to Congressman Rains, chairman of the 
Subcommittee on Housing of the House Banking and Currency Com- 
mittee, which has been made available to everyone. This letter ex- 
plains the comments which he made on mortgage warehousing to a 
few commercial bankers in his district. 

I don’t want to make any observations on this matter other than to 
point out that in the Federal Reserve Act the president of each Fed- 
eral Reserve Bank has an obligation to discuss with his people the 
credit problem as he sees it. 

There were misconstructions placed upon what he actually said, 
and I don’t want to comment about his statements. If you want any 
further comment, it should come from him directly. But we in the 
Board don’t see er out of line with his having raised and dis- 
cussed a problem which he honestly foresaw. 

What the Board has tried to do is be objective about this subject 
and assemble all the information that we can. We made a survey 
which we consulted on with your staff, and we thought in the light 
of these hearings it would be well to try to bring it up to date. We 
couldn’t get it completely up to date because we had taken 400 city 
banks the previous time, but we thought that if we took the 150 of these 
that accounted for over 90 percent of the business reported in August, 
the figures might be useful for these hearings—not for the Eempene of 
arguing either side of the case but to put the facts in front of us of 
the amount of bank eredit that is involved. 

I have here the survey results which I would like to submit for the 
record today. We made this latest survey on the basis of 150 banks, 
as of November 16. The November 16 es given in this release 
are estimates of 1 situation at the 400 banks on the basis of what we 
found at the 150 banks. 

Senator SparkMANn. That will be included in the record. 

Mr. Martin. Thank you. 

(The report referred to follows :) 


Crepit ExTENDED BY BAnKs To Rear Estate MortGace LENDERS 


Credit extended to real estate mortgage lenders by weekly reporting member 
banks on November 16, 1955, amounted to $1,618 million as compared with $1,411 
million on August 10, 1955, and $578 million on August 11, 1954. Commitments to 
extend $1,249 million of additional credit to these lenders were also available, $46 
million less than on August 10, 1955. 

Real estate mortgage loans purchased from mortgage lenders under resale 
agreements accounted for $405 million of the $1,618 million total of holdings on 
November 16 and for $66 million of the increase since August. Of the $66 million 
increase, $26 million was purchased from insurance companies and $22 million 
from mortgage companies. 

Loans to real estate mortgage lenders secured by the pledge of real estate 
mortgage loans accounted for $1,105 million of the holdings and $122 million 
of the increase since August. As in the previous survey, these loans were largely 
to real estate mortgage companies. Other loans to real estate mortgage lenders, 
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which were not secured or were secured other than by real estate mortgage loans, 
amounted to $108 million on November 16. 

Unused portions of firm commitments made by the reporting banks to purchase 
real estate mortgage loans from real-estate lenders with or without resale agree- 
ment, or to make secured or unsecured loans to these lenders, amounted to $147 
million for insurance companies, $918 million for mortgage companies, and $183 
million for other lenders. These commitments have decreased $46 million since 
August 10, 1955. 

The data for November 16 and the August dates were obtained in two surveys 
undertaken for the purpose of ascertaining the amounts of all types of credit 
extended by commercial banks to real estate mortgage lenders. Results of the 
earlier survey were published in the September issue of the Federal Reserve 
Bulletin. Both surveys provide data on various types of “warehousing loans” 
which are not set forth separately in the loan figures published each Wednesday 
in the statement of condition of weekly reporting member banks in leading cities. 
Most of the loans and commitments to real-estate lenders are financed at the 
large banks included in the weekly reporting series; banks in this series hold 
about two-thirds of total loans of all member banks. 

Although banks that reported less than a million dollars of loans and com- 
mitments at August 10, 1955, were not asked to report as of November 16, their 
holdings at August 10, amounting to $39 million in loans and $9 million in ecom- 
mitments, are included in the November 16 figures for comparison with the 
earlier dates. 


Credit extended to real-estate mortgage tenders, by weekly reporting member 
banks in leading cities, Nov. 16 and Aug. 10, 1955, and Aug. 11, 1954 


(In millions of dollars] 


Increase (or de- 


Outstanding on— crease (—)) 


——— 


| 
| 
i 
ee | 
| 
| 


Aug. 10 Aug. ll, 


| 1954, to 
to Nov. Aug. 10, 


1955 ! 


Nov. 16, | Aug: 10, | Aug. 11, 
1955 1955' | 1954! 


Real estate mor loans purchased from real 
estate mortgage lenders under resale agreement __- 3 f 287 
(a) Insuranee companies 88 

(6) Mortgage companies 50 

(c) Others ? 6 


Loans to real estate mortgage lenders secured by the 
pledge of real estate mortgage loans owned by the 


(a) Insurance companies 
(6) M 
(c) Others 


Loans to real estate mor lenders, not secured, or 
secured other than by . pledge of real estate 
mortgage owned by the borrowers 


6) Nees come 
com: es 
(c) Others 
Total loans to real estate mortgage lenders. 


Unused portions of firm commitments to purchase 
real estate m real estate mortgage 











' Revisions of previous reported. by, banks in eurrent survey. “tll ; 
2 Savings. , Mutual “savings ‘ builders, and other organizations (other than 
= ; Semis: asked ania oar 1054 figures, t it Banks reporti 
were ‘ > except commitments, t 
less than a million dollars of loans and commitments at Aug. 10, 1955, were not asked to report on November 
16, but their August 10 figures are included in November 16 data shown above for comparative purposes. 


NoTE.—Details may not add to totals due to rounding. 
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Mr. Martin. I think that covers all the general comments that I 
would like to make. 

Mr. Chairman, would it be agreeable to you to have Mr. Riefler or 
Mr. Young, whichever wants to, discuss what these figures show. 

Senator SparKMAN. Yes; we'd be very glad to. 

Mr. Rrerter. We made a rush job on this. The figures are as of the 
16th of November, which is just 3 months after the earlier figures. 
For the sample of the larger banks we think it’s reasonably accurate. 

The figures show that there was an increase during the period. 
Commercial banks covered in the survey are quite active lenders to 
all segments in the financial community engaged in the making of 
mortgages. 

The total of commercial bank credit advanced, which was $1.4 bil- 
lion on August 10, has increased to $1.6 billion. That is an increase 
of $200 million as of November 16. That’s all types of credit out 
to mortgage lenders. That compares with $600 million in August 
of 1954, so that we have an increase of a full billion dollars now from 
the summer of 1954. 

Only part of this, about $50 million, is represented by a decrease 
in commitments outstanding. Commitments went down from a level 
of about $1.3 billion to a level of about $1.2 billion, but the total amount 
advanced was increased by $200 million. 

I think as far as the figures go they show continued active demand 
for housing loans, and they show that the demand is being met in 
some part. 

Mr. Martin. We thought it might be helpful to have that. 

Senator SparkMANn. Thank you very much, Mr. Riefler. 

I would like to bring the entire panel into the discussion as soon 
as possible, but it seems to me perhaps it would be best to let Mr. 
Burgess, the Under Secretary of the Treasury, present his statement. 
There is such a close relationship between the operations of the Fed- 
eral Reserve and the Treasury it might be well for Mr. Burgess to 
present his statement. In the meantime, the other members of the 
panel will be making notes of questions you want to discuss, and we 
can open up some discussion at the conclusion of Mr. Burgess’ state- 
ment. 

We’re glad to have you with us, Mr. Burgess. You proceed in your 
own way. 

Mr. Burerss. Mr. Chairman and gentlemen, I have very little to 
say, because this isn’t our direct responsibility, but T’ll read a very 
brief statement. 

The Treasury is vitally interested in any development that affects 
the value of the dollar. Debt-management operations are also influ- 
enced by any large demand for funds such as arises from building. 

This year there has been mounting evidence that the volume of resi- 
dential building has been exceeding not only the volume of money 
available from normal sources for mortgage lending, but also the 
availability of labor and building materials. Building-material costs 
since mid-1954 have moved up by about 10 percent under the impact 
of the tremendous increase in new housing starts, which Mr. Martin 
referred to. 

If materials and labor are available only at increasing prices, the 
inevitable result is a higher-priced house. In the final sackven it is 
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the home buyer who suffers. Continued increase in the cost of homes 
could sharply limit the future market for houses and limit our prog- 
ress toward improved housing standards for our people. 

Accordingly, the Treasury has been sympathetic to the various 
actions taken by the Federal Housing Administration, Veterans’ Ad- 
ministration, the Federal Home Loan banks, and the Federal Reserve 
System which have been designed to protect the dollars of the home 
builders and home owners and others. 

Money for home mortgages must come largely from the savings of 
the people. In times like these, with business activity straining at 
capacity, we cannot run the inflationary risks of manufacturing 
money through bank credit to encourage a level of housing starts that 
probably could not be sustained because of shortages of labor and 
a That would only result in further price increases. 

That’s all I have to say, Mr. Chairman. 

Senator Sparkman. Thank you, Mr. Burgess. 

I suggest this general question: Mr. Martin has suggested that the 
actions of the Federal Reserve Board have no direct effect upon the 
mortgage market; that, rather, they have an indirect effect. What 
is the nature and scope of this indirect effect, and to what extent is 
it taken into. account in formulation of overall credit policies of the 
Board? The two devices used by the Board to influence credit are 
(1) open-market operations and (2) its control of the rediscount rate. 
How and to what extent do these devices affect mortgage credit? 

Mr. Martin. I tried to indicate, Mr. Chairman, that. I don’t know 
how they precisely do affect it. They affect the overall supply of 
credit, We're working with a pool of credit. 

Now, we don’t have selective regulation in either consumer credit or 
mortgage credit. I’m not suggesting at the moment we should, but I’m 
saying those instruments would effect a direct regulation of these 
particular segments. 

As to the overall pool of credit which is available, obviously, if 
the supply of credit is kept in some relationship to the growth factors 
in the economy, it’s the price mechanism that acts as the governor. - I 
use a phrase that the credit mechanism should be one of the governors 
on the flywheel of the economy. That’s the way I see it in my mind. 

When it comes to the direct influence on mortgage credit, it depends 
pe all the other competing activities for it, the alternative sources 
of investment. That definitely has a play. 

Now, we have devices. We have reserve requirements that we could 
change. We have felt that, generally speaking, the device is too blunt 
an instrument. We have open-market operations by which we can 
buy and sell securities and thus add to or subtract from the money 
supply. We also have the discount rate, which in a period like this 
comes in to have a psychological value which it doesn’t have in other 
periods. On the downside it doesn’t. have quite the same influence 
that it has on the upside. ; 

Tn every period, our problem is about as follows: We first have to 
consider the needs of the Treasury, which we must endeavor to help 
finance, not at any interest rate that they may want.to pay, but at a 
rate which is somewhat in equilibrium with the forces of the market. 
We have to consider further the seasonal requirements of business 
and the extent to which business credit, demands are_really. seasonal, 


’ 
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We should supply funds for seasonal credit needs; that is one of our 
functions. 

We have also to consider the growth and cyclical factors in the econ- 
omy. These are very difficult to measure because it’s not only the 
volume of money, it’s also the velocity of money that is involved. 
When you have declining business activity, you can increase the vol- 
ume of the money supply actively, but if the velocity of money doesn’t 
play its part you may not be achieving your purpose. 

This year, we have been seeing a money supply increase because we 
believe that the economy which is expanding needs more money supply. 
But the money supply has been expanding at the rate of say 214 per- 
cent compared with say a rate of abit 6 percent a year ago this time. 

Now, the velocity of money has also increased. This merease in 
velocity has made a smaller increase in money supply do more money 
work. 

We have got to look at the whole pool of credit. The financing of 
mortgages has to be on a demand and supply basis in relation to the 
pool of credit. The demand for housing is, I think, virtually unlimited 
if it can be properly financed and if people can see that they are getting 
the kind of housing services they want. 

Mortgages compete with all other uses of credit. As I see it, there 
has been no curtailment of the supply of funds available for housing 
as an industry. This year, in fact, the supply has been greater than 
ever before. Rather, there has been an increase in the demand for 
credit from other sectors. This has been the factor raising the cost 
and tightening the availability of mortgage credit. 

Whether the industry is at capacity or near capacity I just don’t 


know. It looks to me like it’s near ca ect. And one of the reasons 
e 


for decline in housing starts is probably the fact that so much labor 
and material is going into the actual completions which are at record 
levels. 

In the face of that, what we’ve got to try to do is to balance these 
general needs in the economy and see to it that the supply of money 
is increased but not in a way that just feeds the fuel of inflation and 
reduces the purchasing power of the dollar but in a way which makes 
it feasible for the economy to continue in a way which preserves the 
purchasing power of the dollar and thereby makes possible the sound 
expansion. 

That is a delicate and a difficult operation. 

That’s the best I can do on what the precise nature of the influence 
of credit policy is on the mortgage field. 

Now, where the Con or special agencies of the Congress b 
congressional direction have done certain things for housing, whic 
is out of my field, of course, the parties responsible can tell you how 
mortgage lending has been particularly influenced. But what we are 
dealing with is the overall pool of credit, and we are endeavoring to 
deal with it in a way that will be conducive to the maximum expansion 
and maximum employment. 

Senator Sparkman. One specific thing in your statement I want 
to ask you about. I don’t remember just how you stated it, but you 
said that during the first. half of 1955 you had an unprecedented 
demand for mortgage money—in other words, that the housing pro- 
gam was going full tilt. Then, later, discussing the last 6 months, 

understood you to say about the same thing, yet it’s my understand- 
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ing that the overall 1955 production of housing will be below last 
year’s production, will it not ? 

Mr. Martin. Completions will be even higher, even though starts 
go down. You see, youn pouian is completions, not starts. 

Senator Sparkman. Were you talking about completions rather 
than starts? 

Mr. Martin. That’s right. 

Senator Sparkman. Of course, we’d have to wait a few months to 
bring the completions up to the starts. 

Mr. Martin. That’s right. 

Senator SpaRKMAN. you credit the growing shortage of ma- 
terials—and you also mentioned labor—to this heavy program of 
completions? 

r. Martin. Yes; Ido. 

Senator Sparkman. Did I understand you to say that there was a 
shortage of labor ? 

Mr. Martin. Well, I think there is a tendency in that direction, 
Senator. 

Senator Sparkman. A threat we might say ? 

Mr. Martin. That’s right. 

Senator Sparkman. Is the same thing true with reference to ma- 
terials, or is is actual ? 

Mr. Marty. I think that it’s definitely getting tight for materials. 
Now, there are others who are better informed than I am, but it seems 
to me that there are definite indications. I have met with several 
groups in the building materials business, and they report that the 
demand has been terrific. 

Senator Sparkman. You state that these policies are aimed at the 
situation in general and not at the Ay a . The thing that 
rather pe me is why does it seem to have had a heavier impact 
on the housing industry than it has in other fields—in the automobile 
field, for instance? New cars are still ay Bag the market every day, 
and television sets, and everything of that kind—heavy consumer in- 
stallment purchases. 

Mr. Martin. Well, there are different factors, and I’m no expert in 
this field at all. Many around this table know more about it than I 
do. But I just came back from a little visit to the South where a 
fellow was telling me he couldn’t find suitable land at the moment. 
He had quite an expansion program. He just couldn’t find suitable 
land at the moment, and with things tightening up just a bit he is 
looking for some other lines of business that he might enter. He said 
“T know this demand for housing will be there, but I just thought I’d 
postpone my activities for a while and look around. This might be a 
good time to pause.” 

But that fellow is not.out of the market for building houses. 

Senator SparkMAN. He’s out temporarily ? 

Mr. Martrn. He’s out temporarily. 

When you have these terrific pressures, somebody has to pull out— 
various le. Now, I’m not ree fault vt is. That I don’t 
know. But I-wish there were a little bit more statesmanship generally 
about many of these activities. 

Senator Sparkman. One other question I will pose, and I do it more 
for the purpose of inviting discussion by other members of the panel 

70168—55-——3 
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than anything else. But you bring up the question of the lag between 
starts and completions. I’m wonestne = these restrictions, whatever 
they might be or however they might be directed, were left on long 
enough there might be an effect on completions that are coming up a 
year hence, for instance, to such an extent that we might find a shortage 
in housing supply at that time. f 

Mr. Martin. i think the answer to that is yes, it might. 

Senator Sparkman. In other words, if your starts are down now, 
your completions are going to be down 12 months from now. 

Mr. Martin. Well, not necessarily, but the trend is that way. And 
as I tried to point out in my general statement, the thing that worries 
me is that when we reverse—and we'll reverse just as quickly as we 
think it would be desirable—we don’t have the same impact in stimu- 
lating that we have in restraining. We realize that and that’s what 
makes us go very slow. 

Senator Sparkman. Both in putting on the brakes and in taking 
them off ? 

Mr. Martin. No, no. You can be a little quicker on taking off the 
brakes if you can judge the point, you see. But if you take off the 
brakes and you’re on a downgrade—that isn’t a good analogy but you 
can see what I’m driving at—— 

Senator Sparkman. I think it’s very good. I can understand it. 
I used to drive a wagon on country roads. 

Mr. Martin. You don’t find shifting to the accelerator very helpful. 
And that’s why it gives us’great concern. We just worry about it 
constantly. I am worried about it all the time. 

Senator Sparkman. Do you believe that there is pretty well ascer- 
tainable a figure as to what the need of housing in this country is 
each year ? 

Mr. Martrn. I have never found it. I don’t know anything about 
that. I don’t think our people have ever worked it out. 

Mr. Youne. We have never estimated a figure of need. It’s any- 
body’s guess. 

Senator Sparkman. Well, of course, as you know, estimates have 
been made at different times. Congressional studies have been made, 
and various private groups have made estimates, and usually it runs 
in excess of a million and sometimes it runs even as high as 2 million. 
I have felt that around a million and a half was about right. I don’t 
believe we have ever quite attained a million and a half; 1950 was 
our biggest year, and I think it was 1,420,000 which was the highest 
we have gotten. 

If a figure is ascertainable of our need in order to house properly 
the families that need housing, then don’t you believe that we should 
be careful not to restrict a program at a lower level ? 

Mr. Martin. If you can determine what the need actually is. But 
I have great question about any of these figures as against balancing 
the other factors in the economy. 

You have always got this problem. If you want to supply some- 
thing at a cost—that is, by subsidy or some other arrangement—you 
can doit. But I’m talking now about the overall economy, the impact 
of it, and I think, talking about our role at the Federal rve. We 
want to try to do everything we can to have as much housing as can 
possibly be demanded or required, but we don’t want to do it by 
inflationary pressures. At least, if we do it by inflationary pressures, 
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we want the public to know that’s the price they are paying for it, 
and then they have to make their choice. a 

I think the choice there comes right down to the politics of it, as 
I have expressed it. a number of times, and I don’t mean to get into 
the realm of politics when I say this, but the general approach is 
whether the public would rather have something and have their cur- 
rency depreciated in order to get it and ultimately find that the 
won't have it anyhow—because I don’t think they will have it; that’s 
my own conviction—or whether they want to pay a given price in 
order to achieve the goal. 

The political issue is entirely out of my realm. By mine I mean 
that’s entirely out of the field of the Federal Reserve as I read the 
Federal Reserve Act. We are not asked to resolve it. For us it is 
resolved. Our responsibility under the statute is to do all that we can 
to keep the value of money stable. 

Senator Sparkman. Suppose the effect of the restrictions is to cut 
down the amount of housing completions a year hence and the com- 
petition develops quite sharply in the buying of those homes. Isn’t 
the result going to be to push up the cost of those homes to the home 
buyer ? 

r. Martin. It may have that tendency, other things remaining 
equal. 
ganas Sparkman. And a cheaper dollar, in effect, to— 

Mr. Martin. That will be one of the influences in those—in creating 
the cheapening dollar—but also if the other segments of the economy 
have been able to release any material, any labor, any activity, that 
will be an offsetting factor, you see. 

Take the period when this particular housing movement got under- 
way. We were just delighted—the Federal rve Board—to see 
housing activity expand as it did. We were easing credit along the 
line. e were just delighted to have the demand for housing being 
satisfied and to see the cost of its financing decline. We're not for 
high interest rates. I want to make that perfectly clear. I’m not for 
any higher interest rates than—I want as low interest rates as it’s 
possible to have without inducing inflationary pressures that will cause 
a depreciation of the dollar. But I do think that interest rates and 
other costs, are factors. 

You have pointed out a situation where if other things were equal 
a housing shortage could be a contributing factor, and we ought to be 
looking at this aspect also, but in the picture as we see it at the 
moment we don’t know what segments of the demand picture are going 
to be a year from now. 

I’d like to just state in a general way—I don’t mean to belabor 
this—that I have tremendous confidence in the capacity and ultimate 
growth of this economy. Nothing I am talking about in terms of 
restraint in any way indicates my belief that we haven’t got the 
capacity to have a substantially higher standard of living. But I 
know that if we pursue too rapid a pace it is like a man running a 
100-yard dash when he needs to run a mile.’ He’s going to have a 
heart attack and fall flat. Now, the economy isn’t going to have a 
heart attack and collapse. This country will carry on no—matter 
what happens. But we can avoid a lot of misery an suffering along 


the way if we Sai try to keep things in balance. And that’s what 
we're trying to do. 
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Senator Sparkman. I have taken too much time ee. questions. 
Are there any members of the panel who would like to lead off? 

Allright, Mr. Levitt. 

Mr. Levrrr. I think that I’m the only active builder at this table. 
I say “active,” because I guess Mr. Coogan is almost out of the building 
business these days. 

I have to disagree with a great deal of what Mr. Martin has said 
about prices. I don’t think anybody here is particularly qualified 
to know what actual house construction really comprehends beyond 
reading textbooks. 

To begin with, there have been 2 and only 2 reasons why house 
prices have really gone up, and neither of them has been touched on. 
One is a commodity that neither Mr. Martin nor Mr. Burgess nor 
Mr. Keyserling can do anything about controlling, and that’s the price 
of ground. 

It’s an old story that only God makes ground and you can’t increase 
or decrease the supply. 

When we left Long Island to go to Pennsylvania, we sold out some 
ground. I’m going back now to 1951. e paid $2,500 an acre 2 
years before and sold it in 1951 for $4,500 an acre. It was resold a 
year and a half later for $8,000 an acre and sold in 1954 and 1955 
for $15,000 an acre. You can’t put a house on that kind of ground 
and give any kind of value. . Your price must go up. 

But that had nothing to do with any kind of price increases that 
Mr. Martin says took place in, let’s say, lumber or aluminum or steel 
or nails or anything. That was price increase No, 1. 

Price increase No, 2 was another commodity called a mortgage. 
There isn’t any mortgage money that I know of in the United States 
today that can be bought at a hundred, at par. It can’t be done. 
There may be an isolated one here or there, where somebody has a 
30-percent mortgage on a house. I’m talking of the normal FHA or 
VA mortgage. 

I know that my own company, for instance, used to be able to and 
I suppose still does get the best ible terms. We now buy mortgage 
money at about 97,9714. And let’s not fool ourselves, that is the cost 
of construction, and that is figured in the price of the house to Mr. 
John Public. 

As far as any other material price increases are concerned, I can’t 
help what the statistics show; we haven’t paid them. We haven’t 
paid them over a period of the last couple of years. 

There’s a very interesting thing about this economy of ours. Alu- 
minum went up but aluminum windows went down. Steel went up but 
you can buy all the steel kitchen cabinets you want—at least we do— 
for less money in 1955 than we paid in 1954, and less in 1954 than we 
paid in 1953, and yet steel went up both those years. 

[ think that the real reason for what is happening now in the house 
building business—and let’s not kid ourselves, it is rotten, really low, 
and has been low for the last 60 days, regardless of the stories, the 
statistics or anything else. There isn’t a builder in the United States 
that will tell you business has been good in the last 60 days—and that 
is from Maine to California. It has been very bad. I think the real 
reason for it has been the lack of and the price of mortgage money. 
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I don’t think on a permanent basis—and I am not an economist, just 
a builder—I don’t think there is enough mortgage money through 
the usual channels, savings banks, life-insurance companies, and so on, 
in the United States, to sustain an annual volume of 1.25 million to 
1.5 million housing units each and every year. I just don’t think it 
exists—not at. par. Sure, you can steal it away from some other 
type of investment. Mr. Wellman and others tell me on the west 
coast you have to pay 92 and 93 and 94 for a Government-insured 
contingent liability. 

I think a new avenue has to be opened for mortgage money. I 
think when we, for instance, can get mortgage money at par, we have 
automatically saved $250 or $300 on a $10,000 mortgage, which in turn 
the purchaser benefits by. ; 

I think the new avenue must be opened up. And I think there only 
are two places where the money may be obtained in the United States 
today. One is direct lending by the Government, and nobody wants 
it. ‘The other is the pension funds of America. That is a long, long 
story, and if anybody wants to open it up, I will be glad to take the 
lead. I spent 4 years on it. It makes sense for everybody concerned, 
It would mean cheaper mortgage money. There would not be this 
perennial arguing about interest rates. It would mean more building, 
It would mean more production. I am one of these old-fashioned 
high-school economists that says more production results in lower 

wrices. 

I think that your question, Senator, about what do we think is 
the goal for housing, how many units we should have a year—I think, 
if you will forgive me, that is an improper question. I think it is 
improper because you don’t say how many automobiles we should 
have ina year.. We say that everybody should have a new car, and if 
1 isn’t enough, then let him have 2, and so forth. I see no reason 
under the sun why we should say the goal on housing be 1.5 million 
housing units per year. I say, and f don’t want to get pontifical 
about it, that until every single person has a decent house, we haven't 
reached the goal. And Iam not running for anything now. But it is 
wrong, it is completely wrong, to set an artificial goal. I say that 
we should produce and produce and produce, and let us, the entre- 
prone worry about selling the product. The only thing that will 
1appen is it will result in lower prices and the public will get a bargain, 
That is what, should be done. But it is impossible to do it without 
the additional amount of mortgage money being made available. 

One more little thing I would like to add, coming back to the main 
subject matter of this discussion, and that is the present controls. 

The present controls that were put on in August, for instance, have 
no effect on the market today. For instance, they will not affect 
Levitt until sometime next May. We have commitments and what we 
call certificates of reasonable value from the VA and so on that will 
cover us until then—so we are not affected. But for the purposes of 
this discussion, we analyzed the last 500 applications that we took and 
applied to those applications the new yardstick. And this is very 
interesting. I have to go into statistics even though I don’t like 
them. We found that 29.2 percent of those people would go by the 
wayside. If that means anything, and if you can extend that kind of 
reasoning and thinking throughout the country, 29 percent, or roughly 
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30 percent, of the housing volume for the next year would drop, if these 
controls remained in effect. 

That was the question I believe you asked, Senator, about what is 
going to happen a year from now on completions. I think 500 houses 
is a pretty good sample. It may not be perfect. And you can dis- 
count it. You can say it is 25 percent, it is 20 percent. I say, and I 
testified so before the Rains committee a short time a that if we 
do get that kind of a drop, then I think we are in trouble. 

There is one unfortunate thing about your reasoning, Mr. Martin, 
about turning the brakes on or off again rapidly. You say if we get 
into trouble, the Federal Reserve will execute an about-face. Un- 
fortunately, that doesn’t help us in the industry. You cannot do it. 
Well, you can do it, but it won’t do us any good. 

For instance, in about a week or two, we, in my company, will 
complete our schedule, our plans, buying, and so on, for next year. 
If next May it is seen that these present controls hurt us, that they 
hurt other builders and so on, and the Federal Reserve realizes that 
and executes the about-face, it will accomplish nothing. We are gear- 
ing now based on your present controls for what we expect will be 
the volume next year. As you said, very properly, we are all engaged 
in a profit-and-loss enterprise, and we like profits and not losses. We 
are being very careful as to what we gear for next year. We are 
gambling a little bit. We are only going to gear for 20 percent less 
next year than this year. Maybe we ought to gear for a little bit less 
than that. But we are not. 

Once you turn these controls off again in April or May—and I for 
one am quite positive you will, but I cannot gamble on it—it will be 
too late for us. It will be too late for the mass of builders. It will 
take them another 6 or 8 months to gear up, and that goes through 
1956. 

That has been the whole history and the whole trouble with this 
industry and its relationship with the Government and the various 
branches of Government that have anything to do with the housing 
industry. 

You decided now that things were getting out of hand, so you put 
the brakes on. The brakes are no good right now. They don’t affect 
us right now. We slowed down for an altogether different reason, 
because we have no money. But you put controls on to hit us next 
April or May, when we hope we might have a little bit of money. Then 
come the new controls, and then we are really in trouble. That is 
very confusing. 

Mr. Martin. I would just like to make one comment on that. I 
tried to emphasize that the Federal Reserve is well aware, insofar 
as its role in the general pool is concerned, that we cannot turn this 
on and off like a faucet. If we had that power, we would have exer- 
cised it long ago, and we wouldn’t have had any trouble in the last 
25 to 30 years in the country. 

We fully understand the point you are making. But our nsi- 
bility is for the general pool of credit, and private business will have 
to adjust to that. Our duty is to try to keep the pressures on the 
overall pool of credit in some balance. The free economy has to decide 
what it wants to do with the credit available in the pool. 

Mr. Levrrr. Well—curiosity. Why what amounts to a regulation 
X, or a modified regulation X, and not a regulation W ? 
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Mr. Martin. We are not doing anything on regulation X. 

Mr. Levirr. I am calling it that—I said it is a modified regulation 
X—the one we had in 1952, where housing was restricted, but at the 
same time we had a regulation W, which provided for restrictions of 
other credit. 

Mr. Martin. The housing agencies can discuss any aspect of that 
they want. I am talking about the overall control of credit. We do 
nothing that doesn’t affect everybody, at the present time, with the 
exception of stock market regulation. That is the only selective con- 
trol we have. 

Mr. Levirr. While I appreciate that the current regulation was put 
in by the housing agencies, I think that the housing agencies were 
advised by the Federal Reserve Board. 

Mr. Martin. I am not trying to pass the buck to anyone. The Fed- 
eral Reserve has made clear to Mr. Burgess and to others in the Gov- 
ernment, what its policy is. We can consult with him in any way we 
want. Let me emphasize again that I am talking about the overall 
pool of credit. The other agencies can discuss all they want the terms 
of credit for individual areas. I just want to make it clear—I am not 
trying to pass the buck or anything. I am trying to make it clear 
that. my discussion here has been directed to the Federal Reserve's reg- 
ulation of the money supply. 

Now, I have a lot of ideas, private ideas. I am not going to air them 
today. But I have ideas on all segments of the economy. But I am 
not asked to advance them in my present role. I can have all the 
views I want, whether they apply to automobiles or houses or refriger- 
ators or anything else. 

But our responsibility, talking for the Federal Reserve here, is to 
look at the overall supply of credit. I have tried to indicate that we 
are fully aware of the limitations of putting our foot on the brake. 
We cannot just push it down and then take it off. That is one of the 
reasons we wait a long time before we brake. It also means that there 
is a greater responsibility on us when braking is needed to see that we 
don’t go to the cliff. Because if we go to the cliff—I am not talking 
about disaster now in the sense that every businessman is going to 
close shop—but if we go to the cliff, it just means we are going to have 
: ig that would be unnecessary if we only drove a bit more care- 

ully. 

Senator Sparkman. Mr. Turner, didn’t you start to make a com- 
ment a while ago? 

Mr. Turner. I wanted to ask a question of Mr. Martin. I asked if 
he had any explanation for the failure of the housing industry to 
increase its capacity. We had 1.4 million starts in 1950, and appar- 
ently this year it will run around 1.3 million. You have already men- 
tioned the fact that starts are not an adequate measure of activity in 
the house-building industry, and that completions are a better measure. 
You might also have mentioned the fact that the houses we are build- 
ing nowadays are bigger and better houses and therefore it takes more 
labor and material to build a given house. But even after you allow 
for those factors, certainly the increase in the volume of activity and 
prices since 1950 is very small, small in a period when we would have 
expected 2 or 3 percent increase a year simply as a result of productiv- 
ity increase, If the building industry shares with the economy gen- 
erally, and productivity increased, we would have expected another 1 
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or 2 percent increase a year as a result of increased labor force, if the 
building industry gets its share of the increase in the labor force. 
Those factors should have led us to expect an increase of 20 or 25 per- 
cent in the capacity of the industry since 1950. As it is, we have had 
a very little increase in real units. 

Do you have any explanation for that? 

Mr. Martin. No. I am totally inadequate to answer that question. 
I don’t know enough about the building business. I am sure others 
could make more of a contribution on that. 

Senator SparkMAN. Does anyone want to comment on that? Does 
anyone want to make any comment or ask any ne arding the 
subject matter discussed by Mr. Martin and Mr. Seal 

Mr. Cooean. I would like to say this. I am glad to-hear that Mr. 
Martin and Mr. Burgess are both concerned with maintaining the level 
of housing. Iam sorry that all of us don’t have a more accurate figure 
about what the satisfactory level would be. But I do want to say 
that I am impressed with the responsibility for diagnosing the situa- 
tion correctly. 

I can remember 25 years ago when people were dying of acute indi- 
gestion and then a few years later they found they were having coro- 
naries. The doctors had been diagnosing it as acute indigestion but 
the patient still died. 

I think now there is a general misapprehension on the fall-offs and 
starts. The sharp fall off in applications in both FHA and VA, which 
I think is very important, Mr. Martin, is a late index of builders’ 
intentions. It indicates what they are planning to do for this winter 
and next spring, and these applications are dropping sharply. 

But the problem is now, in addition to your indirect controls, to 
which I subscribe—I mean I don’t think anybody has to suffer any 
more than the builder and mortgage companies and our general in- 
vestment institutions through a volinedon in the value of the dollar. 
They would be the peso hurt first—the disappearance of mortgage 
a if people thought the dollar was not going to be a sound 

ollar. 

But I think the imposition of your type of money policy, the psy- 
chological effect it had on warehousing, for one thing, which is a very 
necessary vehicle—the imposition of your credit restraints, together 
with the direct controls, is an inflationary potential. Unlike other 
industries in the United States, the administration does have access 
to direct controls through the FHA, through the VA, through the 
Home Loan Bank Board—probably about 70 percent or more of our 
construction can be directly controlled. And these direct controls 
have a great opportunity to curb construction. But unfortunately 
they are very slow in taking effect. 

The housing that is going on today—I think when your controls 
were enacted it was something like 500,000 to 700,000 units for which 
commitments had been issued, probably for which financing had been 
arranged, and which would not be subject to your controls. 

Tam one of those that believe that the falling off of starts has been 
due to the increased cost of housing, the increased cost of the land, and 
the dwindling market for houses. I think we have built so many 
houses that buyers are just not there. I don’t think it is going to 
show up in vacancies, because there are normal building controls in the 
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commercial banks where they refuse to advance construction funds to 
a builder who gets more than a certain number of unsold houses on 
hand. So I don’t think you are going to see completed unsold houses, 
but I think you are going to see a falling off in starts as the builders 
slow down their front end to keep pace with their rear end. 

But I am afraid when the control is withdrawn, when the home- 
loan bank further modifies its stand, and when the money is eased, 
I think the people will think that that is all that is necessary, and that 
the housing volume will step up again, And I think that is going to 
be a delusion. I don’t think it is going to step up again. 

I think we have worked ourselves into a very high production in 
not the terms, but the easy money of 1954. We had the unusual con- 
dition that the banks were seeking investments so aggressively that 
the banks for the first time made terms available that they had never be- 
fore made available in the United States. They were even taking what 
we call the negative no-down, or the no-no-down loans, that been 
legally possible since the VA law of 1950, but because of the reasonable 
teleaae between money and demand, no banks had been willing to 
accept mortgages made on those terms. 

During this very easy money period, when the 214 percent bonds 
got back to par, the mortgages were still selling at discounts. I agree 
with Mr, Levitt on that—in spite of the general easy money situation, 
414 percent mortgages were selling to yield 414 percent net after 
services, which means a price of 95 to 96, at the same time the 214 
percents were selling at par. 

So I think we have ourselves in a situation where, if we want to 
change the trend, we are going to have a very difficult proposition, 
And I would like to ask you the question—what steps if any, consid- 
ering these adverse factors now working on the housing market— 
what can we do to maintain that level of housing? We have gone, it 
seems to me, the limit in the terms that Mr. Cole and Mr. Stone and 
Mr. Sweeney can extend as far as the buyers. We sort of dried it up 
at the wrong time. 

Mr. Martin. Well, you have introduced a new factor into this on 
the demand side. I am not sure I agree with you on the demand 
factors. Again, I don’t know. 

Mr. Coogan. Many people don’t. 

Mr. Martin. That is abe The diagnosis is the problem that con- 
cerns us so much; the diagnosis is very difficult to make, 

Now, we want everybody to be better housed, clothed, and fed all 
the time. We want to do that in an orderly and proper way. 

When you are talking about the specific operations, apart from the 
pool of credit, I think you ought to discuss them with the housing 
agencies. I am by no means an expert on their operations. But so 
far as the overall supply of credit is concerned, we have got to deal 
with it in terms of the best. diagnosis we can make of how the im- 
balances in the economy that will constantly be there will be adjusted 
through the market process. Those adjustments from time to time 
are painful. They are part of the price that you pay for a free 
economy. 

Mr. Cae. I want to add further, though, in spite of your direct 
controls, you and the Board have a great psychological advantage. 
For instance, take the approach to the warehousing. With the many 
questionnaires that the Mates banks in New York got, not only from 





38 MORTGAGE MARKET PROBLEMS 


the Federal Reserve, but from the FDIC and various other Govern- 
ment agencies, the State banking department became alarmed, and 
they have been asking questions, wondering about the legality and how 
it should be classified. And knowing bankers fairly well, it doesn’t 
take many inquiries and much calling up for an explanation before 
the banks just say, “Well, we just won’t bother with those loans.” 
And that is the simple solution—rather than defending their action. 

I would like to ask you one question, Mr. Martin, in the statement 
on your recent summary of warehousing. I would like to bring out 
the fact that this survey indicates while there has been no new out- 
standing line of warehousing, added use has been made of the existing 
line. I don’t think that was pointed out. There has been a decrease 
in the outstanding available credit, a small decrease. There hasn’t 
been an extension of the availability of that credit. There has been 
a greater use of the line that was available to borrowers. 

Mr. Rierter. These are summary figures. But the fact that the 
total has grown more than the commitments have declined certainly 
indicated it has been an active and not a frozen market during the 

riod. 
ar Coocan. Surely. Because with the curtailment of warehous- 
ing facilities, those firms or institutions possessing warehousing were 
bound to make the maximum use of it knowing they could not secure 
an additional line, or only with great difficulty. 

And one other thing on the psychological effect of warehousing is 
the curtailment—even though you issued no regulation on it. -You 
know, it has been a slow and difficult process over 15 or 20 years to 
get banks to accept these loans as collateral for loans, to have their 
normal interim financing available to the bond houses. 

I read recently where one of our large cities was going to float an 
issue for a sanitary system of $500 million, and the bond market wasn’t 
good, so a group of banks was going to carry the loan until such time 
as there was a favorable market, and then going to fund it with bonds. 

But for some banks which are active and depend on other banks 
to cooperate with them, that is, to form a pool to handle his warehous- 
ing, during the tight-money period the adverse attitude of the Federal 
Reserve gave many of the banks a very logical excuse to withdraw 
from the pool operations, so that the major banks that were in this 
warehousing operation were sort of frozen with their commitments. 
They were unable to get participating banks in the loan, which froze 
a with a greater percentage of the loan than they had expected 
to take. 

Now, I think in the building business, in the construction business, 
we suffered severely over the years on the in and out—the big insti- 
tutional investors that are in the market and out of the market. Any 
mortgage company or any builder depending on any one institution 
frequently would have to stop his job or suspend operations pending 
a return of that institution or some other institution into long-term 
commitments. Warehousing was just a development of a device that 
allowed the production to go on—the accumulation ‘of mortgages to 
take care of the supply. tod I think all we need is a control over 
that device to see that it does not get out of hand. 

Mr. Martin. Well, I would like to take this opportunity to state 
that we are not against warehousing of mo 

Mr. Coogan. fm glad you made that statement. 
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Mr. Marttn. But we do have a responsibility to call to attention 
objectively what the volume of the warehousing of mortgages is— 
and we don’t want to confuse short-term and long-term credit. And 
that is the problem. 

You have raised a good point there, Mr. Coogan, about the psycho- 
logical factor. It is the most difficult one we have to contend with. 
Things get moving in one direction or another, and we don’t quite 
know how to discharge our responsibilities from time to time. We 
had an amusing incident last summer. We had arranged for some 
consumer credit people to come down and educate the Board. And it 
just happened that substantial increases in consumer credit were re 
ported in the press about that time, and we could not change our re- 
leases after we had arranged to make them on a certain date. Yet 
it was reported from coast to coast as a psychological move on the 
part of the Federal Reserve to restrain consumer credit. 

We have tried in this warehousing thing to present the facts. 
We have done it in the midst of pressure for a lot of other things. We 
made this additional survey for this meeting, as of November 16. We 
are not against the We te You have to examine each warehousing 
transaction on an ad hoc basis to see whether it is correct or incorrect— 
and we are not prepared to do that. 

Senator SparkMaAN. Mr. Martin, the thought came to my mind, 
when you spoke of this release, of an editorial I saw in one of our 
leading papers a few days ago, referring to certain congressional com- 
mittee hearings that had been called because the Federal Reserve had 
upped the rediscount rate. As a matter of fact, these hearings were 


set 2 months ago. We can all bear witness to the fact that I wrote you 
just about 2 months ago this day. Of course it had no connection with 
the raising of the rediscount rate. We wanted to explore the whole 


situation, and not just one particular facet. 

Mr. Martin. Well, that is a perfect example of the point that I just 
made to Mr. Coogan, the misconstruction people can put on a thing 
by trying to tie it to a news release. 

Mr, Coogan. You know, there is another psychological factor, that 
all these talks and discussions about housing credit have an adverse 
effect on the home buyers. He is wondering what is going to happen— 
maybe he had better sit on the sidelines. 

Senator SparkMAN, Mr. Brown, do you have a comment? 

Mr. Brown. Senator, there are a few comments I would like to make 
as they pertain to this whole problem from a life-insurance company 
point of view. I don’t want to get into a question of whether we should 
have 2 percent down and 25 years yet. 1 thought I would wait until 
Mr. Cole and Mr. Sweeney were on. 

Senator SparkKMAN. We will have ample occasion to discuss that 
ater. 

Mr. Brown. The life-insurance companies are vitally interested in 
seeing a healthy home-building industry. As you know, they are big 
holders of mortgages. We hope to continue to buy a great many VA 
and FHA loans. We are interested in a sound economy for the coun- 
try. Allofthose things help us a great deal. 

But we don’t regulate the flow of money we put into different ty 
of investments. Our cash flow is entirely part of the savings of the 
American people. We do, in « free economy, decide to put a certain 
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amount in some kinds of investments as against others, and we make 
those changes from time to time. 

Senator Sparkman. How frequently, may I ask? I have often 
wondered. 

Mr. Brown. Well, we don’t sit down every Monday morning. But 
we are cognizant of the fact that any abrupt change in ponny has a far- 
reaching effect. So any change is gradual and it is, I would say, just 
the marginal amounts. We will continue to do a mortgage business of 
some amount regardless. We may put extra dollars in when it isa little 
more attractive to us to do so and take extra out when it is not quite as 
favorable. But right now, my company is planning to put in exactly 
the same amount in 1956 as we did in 1955, It may be slightly more, 
as we see it at present. It won’t be any less. Generally Sane from 
what I can gather, I think that that is fairly true of the industry as a 
whole. I think the present plan is to close about as many loans in 
1956 as in 1955. 

But we have felt these pressures which Mr. Martin talked about, the 
pressures for credit, which makes the pace so fast that there is some 
doubt that we can maintain it. Early last summer, or in the spring, 
om joint economic policy committee made a statement to that same 
effect. 

While it is true we are very interested in a sound home building in- 
dustry, by the nature of our business we are also vitally concerned with 
the maintenance of a stable dollar, because we pay out in fixed 
amounts—our policy is to pay an individual X dollars on the happen- 
ing of certain contingencies. We pay out that number of dollars. So 
it is terribly important to us to see that those dollars are maintained on 
a stable basis. 

So it seemed to us last spring and summer that some minor reduction 
in housing starts—we were going alone last year at the rate of 1.5 
million. We thought maybe that was a little excessive, that some 
minor reduction was healthy. Speaking for myself—and I think for 
a lot of the people in my industry—we feel that the Federal Reserve 
Board has been very alert and statesmanlike in taking recognition of 
these conditions and acting in the way they have. Personally, I would 
like to endorse the policies of Mr. Martin that he has expressed here 
today as they pertain to us. 

Whether he can do what he hopes to do, and we all know it is diffi- 
cult—and that is to keep his hands so closely on the pulse that this 
thing can be regulated before it goes further than he wants—we don’t 
know. But if the same prudence is used, I feel quite confident that 
it is in very good hands. 

Senator Sparkman. Thank you, Mr. Brown. Mr. Keyserling, did 
you start to say something? 

Mr. Keysexiine. Yes, Thad some comments. I want the gentlemen 
who are at least ratively on the other side of the table to realize 
that the views I will express are the same views I expressed when I was 
in the Government. 

I disagree ar with many of the things said. In the first place. 
I disagree with much of the economic analysis; in the second place, 1 
disagree with many of the housing conclusions; in the third place I 
disagree with many of the policies. 

I start with one assumption. I start with the assumption that the 
wide range of tools which the Government is using to affect housing 





MORTGAGE MARKET PROBLEMS 4] 


does have some effect. I assume secondly that the policies have been 
designed to exercise a restraining influence upon home construction, 
because I think it is a fair inference from what has been said that 
there were those who felt there was some danger that the level might 
be running somewhat too hig , and at least up to now there was some 
satisfaction with the current levels. 

I think the level of housing construction is much too low and moving 
sharply and dangerously in the wrong direction; my reasons are 
twofold: 

First, on the general economic analysis, while we always hear that 
another 1929 is threatened by inflation, the fact seems to me to be, 
without getting into a long discussion of the causes of depression, that 
we had a remarkably stable price level before 1929, we had a stock 
market boom—which is another thing I could talk about, but I won’t 
at this moment—but we had a remarkably stable price level. That 
depression, as indicated by a very conservative and excellent article 
in Fortune magazine, which is a business publication, resulted from 
imbalances in the economy that had Seen to do with general 
inflation. They had to do with the fact that the consuming American 
public as a whole was not enabled to take the products of advancing 
produ We had a gradually accruing deficiency of total de- 
mand which was for a time sparked, prevented from taking effect, 


by a credit boom. ! 

I think we have in a smaller way the same kind of thing now. We 
have a credit boom which is helping us to maintain an adequate level 
of demand oe rapidly rising productive capacity. I think the 


approach to the credit boom is wrong because it does no good to re- 
move the weak props from under a bridge until you can replace it 
with stronger props. Since I don’t think that the credit boom is 
pressing against available resources, I think that effort to restrain 
credit demand without asking what other types of demand may be 
created as our facilities grow is dangerous, and that dangerousness 
was illustrated in early 1953, 

Coming over to housing, I think housing is one of the most important 
means for building gradually—you have got to build gradually, be- 
cause you cannot shut housing on and o wey day—a rising level 
of demand in an area which comports very closely with our basic 
national priorities. While I don’t think it is possible to set exact levels 
of housing demand, I do not look calmly on a decline since the begin- 
ning of this year of about one-seventh or 14 percent in the level of hous- 
ing construction—and incidentally I am not impressed by figures show- 
ing that eos was the highest ever or nearly the high- 
est ever. The whole economy is much bigger than it was, and I think 
if you measure the level of housing against the size of the economy, it 
is nowhere near peak levels, site even below the absolute levels of 
a few years ago. So I think a 14-percent decline in housing con- 
struction since the beginning of this year is a very unfortunate augury 
for the future. 

Just one word about priorities, and then I am through with this 
overlong statement. 

I do not fhe ag with the proposition that the composition of the 
national product is of no concern to Government. I do not agree 
that it makes no difference to the Government of the United States 
or to the people what the composition of the national product is So 
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long as we have economic stability. I can conceive of patterns of 
economic stability which would maintain full employment for a long, 
long time, and not meet any of the basic needs of the people for slum 
clearance, for housing, or even for, more importantly, Paadation: I 
think there are lots of ways of maintaining full employment. 

I think that even in a free society, we have, as a government, writ- 
ten enough housing legislation on the books to identify the fact that 
housing is a very important national priority. In view of the fact 
that we have not substantially reduced the amount of substandard 
housing in an enormously prosperous economy for a number of years, 
I think from the viewpoint of national priorities, as well as from the 
viewpoint of the economic considerations that I mentioned, we ought 
to be moving affirmatively to increase the volume of housing, and also 
to change its composition. I do not think that easy talk about main- 
taining a free economy, which I am for, really answers Mr. Levitt’s 
basic question—why does the Government, with the resources avail- 
able to restrain or to stimulate, select housing as one of the areas for 
primary restraint as against automobiles or other things, where it 
seems to me on a basis of priorities, or even on a basis of sustainable 
levels, we may be having an excessive boom in some areas and an 
inadequate level of housing construction. 

Senator SprarkMan. Does that call for any comment? Mr. 
Wellman ? 

Mr. WeiimAn. Senator, it seems to me that we have sort of had the 
Federal Reserve here instead of the American consumer. One of the 
basic problems in housing, as Mr. Levitt poimted out, is that the funds 
for financing housing come from the public savings. To the extent 
that the American public saves money, there is money available for 
housing. To the extent that the American public spends money in- 
stead of saving it, there isn’t enough money for housing. The Fed- 
eral Reserve’s policies affect housing credit, particularly in terms of 
their ability to buy from long-term lenders bonds and securities which 
those lenders wish to substitute and get rid of and replace with mort- 
gages. Actually, that is what happened in 1954. e banks, under 
the easing policy of the Federal rve, undertook to buy about a 
billion and a half or a billion and a quarter dollars worth of securities. 

The rate of personal savings in 1955 is considerably below what it 
was in 1954. At the same time, we have had a rising dollar volume 
demand for housing credit, which is not only measured in terms of 
the number of starts. The average price per start is up around $2,200 
over 1950. So whereas we built less houses in 1954, for example, than 
we did in 1950, the dollar credit demand represented by that smaller 
number of units was greater in 1954 than it. was in 1950. 

So our big problem,.and I think Mr, Levitt, touched on it very 
importantly, is that there are certain classes of institutions who buy 
or make mortgages. The volume that they can do of that, kind of 
business in a very large degree is dependent u the rate at which 
the American public either spends or saves. at we are in right 
now—the figures that the Federal Reserve has supplied on warehous- 
ing, the figures supplied from the Home Loan Bank on advances are 
merely an index of the fact that the volume of savings. was not suf- 


ficient, and that there was an ineyitable spill over into short-term bank 
credit. 
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So basically our problem is how much is the publie going to save, 
Then we can tell you how many mortgages we are going to be able to 
make. Whether we should have controls today on downpayment and 
term depends on what you think and what we all think the volume of 
savings is going to be next year. If it is going to be what it has been 
so far this year, we had better keep the controls on. If we think the 
public is going to save more, and these other long-term capital users 
are going to have less demand, we had better take them off now. But 
that is our basic economic problem as a lender—what is the public 
going to be pa They cannot buy automobiles and all the other 
things they are buying and reduce their rate of savings, and then 
at the same time come ocking to our door and saying, “Gentlemen, we 
need more money for housing,” because it is just not there. 

Senator SparkMAN. Professor Fisher. 

Dr. Fisuer. I would like to ask a question that is suggested by some 
of the material contained in Mr. Martin's report, particularly with 
reference to the activity of the market for existing houses. Most of 
the discussion this morning has been directed toward the buildin 
industry and the building of new houses. In a period of a seller’s 
market, such as we have been in since the war, since the Second World 
War, it is natural that attention should be given to the building indus- 
try and to the markets for new houses. At the present time, however, 
we have about a 45 million standing stock of existing houses. With 
the best estimates we can make, something like 3.5 million to 4 million 
of those change ownership in a given year. What is the relationship 
in the opinion of the Board, between the prices at which the standing 
stock changes ownership and the financing terms available with respect 
to the standing stock—and what effect do those relationships have on 
the prices and volume of new construction ? 

Mr. Martin. Well, I confess I don’t know, Mr, Chairman. I think 
it has an effect, but the volume of it—there has been an unprecedented 
number of transactions. . 

Dr. Fisuer. Does the Board have any information with respect to 
the prices at which that large volume of turnover occurred? 

Mr. Young. There is no adequate information on the prices at which 
this very large volume of existing houses is turning over. 

Dr. Fisuer. I would like to read in the record this statement from 
one of the banks in southern California, the October 1955 monthly 
summary of the Security First National Bank of Los Angeles. There 
is a paragraph here which says: 

Home prices have shown a tendency to rise during the past year-and-a-half. 
Last spring selling prices for the great inventory of existing single-family homes 
in Los Angeles County averaged 5.3 percent above a year earlier, and 21.7 percent 
above the level recorded in the spring of 1950, just prior to Korea. 

Senator Sparkman. Is there any other comment, on these matters? 
Mr. Clarke, are you holding yours for a later time? 

Mr. CuarKke. Well, I have several comments that I would like to 
make. The first is that I would concur completely with the pro- 
grams of the Federal Reserve. I think they are doing what is for 
the best good of the country. I do think, however, that we need to 
give some thought to some other angles in connection with the con- 
trols, particularly those of the Federal Reserve, which have not yet 
been brought into discussion here, and which might have. The ones 
that really concerned me in connection with the number of starts of 
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housing that might occur in the year 1956, which I think might very 
seriously reduce the volume of housing starts in 1956. That is that 
we must face the fact that we, in giving Government-insured and 
guaranteed mortgages, are dealing in the only really controlled com- 
modity there is in the country. e are dealing with a VA program 
in which we must have certificates of reasonable value for the price 
at which the house can be sold. We are dealing with a controlled 
interest rate, where the maximum is 414 percent. If that interest 
rate remains pegged at 414 percent and as the rediscount rate goes up, 
so does the rate for other securities go up, and so does the mortgage 
market, then in its competition with other types of securities we have 
to be faced, in order to get the proper yield, with continuously 
increasing discounts. 

These discounts, as they continuously increase, rapidly get to the 
point where, as Mr. Levitt pointed out, there can be no profit to the 
builder, and the builder is in the position where if he does not make 
a profit he won’t build. As we have a new increase in the discount 
rate, so in turn that moved up, I noted, to the interest rate of 334 for 
the banks in New York on security loans. I have no doubt that it 
eventually will end up in increasing the prime rate of 334 to 314, and 
so in turn will go to the entire market, and the next move as far as 
mortgages are concerned in the market will be further discounts. In 
other words, the discount Mr. Levitt talked about of 97.5 may readily 
go to 95 within a little while. And at 95 Mr. Levitt is going to be 
in the position of wondering whether he ought to build at all, because 
he cannot increase the price of his house—he is up against a certificate 
of reasonable value from the VA. He cannot increase his price to 
take care of the discount. 

So I think that we are giving a lot of consideration to these things 
which we are going to be very badly hurt by—increasing discounts. 
If you get the discounts large enough, builders will quit completely. 

So the question I think that what we ought to seriously discuss at 
this meeting is the control of interest rates and control of profits in 
connection with Government-insured and guaranteed loans. The 
control of the fixed interest rate makes for discounts, and the longer 
you go against discounts, with a level on your prices, you are going 
to rapidly drive everybody in the building business right out of busi- 
ness—completely out of business. 

Senator Sparkman. Mr. Morgan has come in since we have started. 
Mr. Morgan, I don’t believe you have engaged in this discussion. Do 
you want to at this point ? 

Mr. Morgan. I would like to ask a very simple question, and that is 
I understand fully that the control of the overall credit pool lies with 
the Federal Reserve Board, but where lies the control of the mo 
credit pool? We have gotten actions from 4 different sources within 
the last 6 months, and there doesn’t seem to be any direct coordination 
between the various regulating authorities on the credit pool. 

Senator Sparkman. I was going to call on Mr. McAlister next be- 

ought it might be appropriate to have 


cause of that very thing. I 


Mr. McAllister’s statement come at this time. Would you, Mr. Mc- 
Allister, proceed in your own way? 
t 


Mr. McAuuster. At the time the Federal Home Loan Bank System 
was formed in 1932, the principal objective, of course, was to restore 
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stability to the then prostrate mortgage lending business. In the 
original act provision was made that the Federal Home Loan Bank 
itself could make direct loans. A second purpose, which was not so 
important at the time, was to serve as reserve for the members of the 
Bank System, to provide a liquidity for them, and to enable them 
to meet emergency withdrawals. 

In the course of time it was found that the direct lending was not 
a practical proposition, and when FHA was provided for, that was 
eliminated from the statute. 

As the development in the savings-and-loan business has taken place 
over the past 20 years, more and more emphasis of the banks has been 
to use them as a reserve system and to provide additional liquidity to 
the members of the institutions. 

Now, it is perfectly true that an important operation of ours is to 
provide credit to the members for the purpose of handling loans. We 
feel it is entirely proper for members of the Bank System to borrow 
in order to meet the seasonal needs, perhaps in order to meet some 
unusual proposal that they themselves are not able to take care of. 
But we don’t feel that it is a proper function for the members of the 
Bank System to continuously use the credit of the Bank System, and 
to use it to the largest legal limit permissible. 

As a matter of fact, I doubt very seriously—in fact, I know that if 
a demand were made on the Bank System for the amount of credit 
that is the maximum, 50 percent of the total savings of the savings 
and loan associations, and those savings totaling some $30 billion 
today—that would mean a demand of $15 billion, and it would simply 
be impossible to provide a credit demand of that kind. However, the 
banks have been used in these past few years to provide supplemental 
mort, funds to their members, and also to provide liquidity in the 
event of emergency demands upon the associations. 

The Bank B yates consists of some 4,300 savings and loan associa- 


tions, 26 mutual savings banks, and 3 life-insurance companies as 
members—although mutual savings banks and insurance companies 
are eligible. 

Currently the capital ition of the banks is $555—$505 million 
in stock and about $50 million earned surplus. In addition, the banks 
secure funds by selling their consolidated Senet their consoli- 


dated notes. Originally the idea was to sell these notes to create a 
long-time market, but it was found that although the members of the 
System borrowed for 10 years, that the loans were repaid on an average 
of about 7 months, and in consequence, the practice of the Bank System 
over the past 10 or 15 years has been to be in the short-term money 
market and sell their notes on a short-term basis. 

Generally if a sufficient volume is available—the series are in 2 

ups, 1 for about 5 months and 1 for 9 or 10 months. That has 
n working out very satisfactorily under past conditions. 

Referring to the written statement submitted, table 1 shows the 
Federal Home Loan Bank capital for the past year, its increase in 
surplus and reserves, and increase in member deposits. I might say 
that the Federal Home Loan Bank pre some years ago permitted 
members to make deposits with the Bank System. Those deposits, 
they could be of two t ither subject to demand or those that 
were there on interest for longer periods of time in accordance with 
the requirements set by the directors of the respective banks. 

70168—55—4 
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The consolidated obligations are the borrowed funds of the Bank 
System and last October totaled $179 million. Currently they total 
$975 million. In other words, we have, through the use of our con- 
solidated credit, gone into the market and secured some $800 million 
which have been made available to the members. 

On the next page, table 2 shows the advances to members. The 
advances to members a year ago totaled $708 million, and today it 
totals $1,350 billion. That would indicate that the members have 
used some $650 million over what they used a year ago. 

If we allow for the natural increase in the assets of the associations, 
members of the Bank System, for the past 12 months, and conditions 
would be exactly the same as they were in October 1954, that $700 
million figure might stand at somewhere around $800 million or $850 
million, which would show that the excess use of credit at the present 
time has run to some $500 million. 

Let me say to you at this point that the capital of the Bank System 
is provided by the members. The Government has no capital in the 
Bank System. 

That capital of $550 million and the member deposits of some $650 
million, at the present time would total $1,200 million of the members’ 
money in the system. So if you look at it from one point of view and 
say they have borrowed $1,350 billion, at the present time they are 
actually using their own capital plus $150 million. Now, that, of 
course, is not a proper way to figure expansion of credit because the 
system has shown an increase of about $500 million over the nast, 12 
months. 

I should say that the rate of savings as reflected by the records of 
the savings and loan associations show that savings have been increas- 
ing this year, but at a lower percentage rate than last year. The total 
volume of savings for the first 6 months of this year was the largest 
for any 6 months’ period in the history of the savings and loan busi- 
ness—some $2.6 billion. The rate of savings, however, has been going 
down from about 18 percent last year to about 15 percent for the first 
half of the year. Comes July, August, and September, and the con- 
templated savings fell off sharply. The savings in the institutions 
during those months over and above what the managers might have 
reasonably expected in the light of the record for the first half of the 
year probably was short somewhere in the neighborhood of $150 mil- 
lion to $200 million. 

As has been pointed out before, you cannot just turn on and off the 
demand for credit in the real-estate mortgage business, because the 
savings and loan executive, at his desk in July, is entering into con- 
tracts that will result in demands for the payment of funds commenc- 
ing perhaps 60 to 90 days thereafter and running for a period of 4, 5, 
6, or more months. In other words, it may be that what he does on 
the first of July will affect his business for the next 10 months. Like- 
wise, if there is a change in credit and funds available the first of July, 
that is not going to make matters any easier for him in the payment 
of the demands for mortgages that will lave to be met in the ensuing 
months because of prior commitments, 

Frankly, we are concerned by the trend toward the excessive use of 
credit in the Bank System on the part of members that would indicate 
that they were using credit regularly as a part of their capital. The 
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Board feels that savings and loan associations should lend funds that 
are secured through savings and through the repayment of mort- 

ages—and that a reasonable and limited use of bank credit, of course, 
is right and proper, because it tends to stabilize the operation of the 
institutions, 

We could not help but feel that the demands on us in the light of the 
tightening credit and higher interest rates on short-term loans would 
place a strain upon the system and perhaps put us in a position where 
we would be embarrassed should some unexpected demands be made 
upon the member institutions for emergency withdrawals. 

As a consequence, in July we advised the oe presidents to in turn 
inform their members that the situation was such that we felt that as- 
sociations should make a careful study of their forward commitments 
and probably curb those forward commitments if they were deemed to 
be excessive. That suggestion, which went to the bank presidents, I 
will say didn’t seem to have much effect. 

Through July and August the demand upon the Board for addi- 
tional funds continued to increase week by week. Due to the tight- 
ness of the money market, we were unable to market our notes in an 
amount equal to the demand that was being placed upon us, and as a 
consequence, we turned to the assets of the s ystem—at that time some 


$900 million of Government securities—and proceeded to dispose of 
those securities to help meet the demand. About $400 million of those 
securities were sold by the first of September. 

The continuing pressure and demand for credit indicated that 
clearly the System would have to place some very definite curbs on 
its use. As of September 8 we said to our members : 


You cannot borrow from the Bank System for forward commitments—in other 
words, for commitments.that are made from this date forward. We will take 
care of any of your emergency needs. We will take care of commitments that 
have been entered into prior to this time. But we will not make credit available 
to take care of commitments that you enter into from this day forward. You 
must look to your own repayment of mortgages and to your increase in savings to 
take care of your lending. 

Subsequently we wrote them, since some misunderstanding took 
place as a result of that restriction, that we did not by any manner of 
means intend or desire to have the savings and loan associations quit 
making loans. We wanted them to continue making loans. The 
bank presidents asking us what their restrictions should be with 
regard to the repayment of existing advances were informed that that 
was a matter that would be left to them and to their respective boards 
of directors, but that our suggestion was that in no event should pres- 
sure be put upon the association that has substantial advances to 
apply more than half of its savings and loan repayments against 
existing commitments and advances. 

The lending of the savings and loan associations has been running 
for ae few months at approximately the rate of about $1 billion 
a month, ; 

The inerease in savings that took place in October over October 
1954 has in turn been followed by an increase in savings in November. 
In other words, whereas the months of July, August, and September 
were on the whole disappointing, less than was anticipated, and in some 
instances less than the same months last year, the month of October 
has shown a gain above October of last year, and I am inclined to 
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believe that the preliminary reports for the month of November will 
indicate the same. As a result, the pressure on the Bank System has 
been eased markedly. We have anticipated from this day to the end 
of the year probable advances to members of some $400 million, and 
I am inclined to believe that unless there is some marked change in 
conditions that perhaps half that amount will be sufficient to meet the 
demands. 

Savings and loans this year will Pee add to their portfolio the 
largest volume of mortgages ever on record. We anticipate it will be 
some $11.5 billion as compared to $8.3 billion last year. 

We have made as careful an analysis of the existing condition of 
the associations as is possible with regard to the amount of commit- 
ments they had on the first of September, and the progress in repay- 
ment and retirement of those commitments to the first of January. 
And then an estimate as to the amount of commitments they will have 
outstanding on the first of January. 

Though we have not perhaps in the past placed as much emphasis 
upon associations keeping an accurate record of their commitments, 
T can assure you they will know better in the future what their com- 
mitments are, moral as well as legal. We estimated that the outstand- 
ing commitments were somewhere in the neighborhood of $2 billion 
to $2.5 billion as of the 1st of September, and that those commitments 
will be reduced to some $600 million by the Ist of January. 

New commitments that will have been entered into since the first of 
September, that will remain unpaid by the end of December will ap- 
proximate a billion dollars. 

So we anticipate the savings and loan associations will have out- 


standing commitments of $1.6 billion at the end of the year as com- 
pared to, let’s say, $2.4 billion on the 1st of September. In other 
words, they are making additional commitments now, because the 
original amount that stood on the books as of September 1, will have 
been reduced to, we estimate, about $600 million. This year the prob- 
ability is that savings and loan associations will be responsible for 
financing some 420,000 new a units. Though the restrictions 


that we have put into effect, as has pointed out by some of the 
speakers here, will affect their willingness at this particular time to 
enter into agreements with builders for new commitments, it is my 
feeling that the flow of funds and the repayment of mortgages will be 
such that they will shortly be resuming operations on a more active 
basis. The Board has called in the regional bank presidents who will 
be in the city this week, ee after con on and checking 
our figures, we expect to have some proposal with regard to making 
credit available on a reasonable au controlled basis for new com- 
mitments from here on out. That is all, Mr. Chairman. 

Senator Sparkman. Thank you, Mr. McAllister. As you put it, 
there is no conflict, then, between the ye you have been pursuing 
and the spolicy of the Federal Reserve a 

Mr. McAuuister. No, sir; I do not think there is. The Federal 
Reserve Board has the responsibility for the overall pool of credit, and 
a large portion or segment of that is used for commercial purposes and 
for Wy pont 1s And then over on the other side, waves portion 
of it is used for long-term investment, and those funds come from 
insurance companies and mutual savings banks and some from other 
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sources as well, as well as savings and loan associations. The funds 
that the savings and loan associations have are limited strictly to two 
types of investment. In other words, we can make mortgage loans— 
and I would say to you that the overwhelming proportion of our mort- 
gage loans are those on residential units—and we can buy Government 
bonds. And that is the limit of our investing capacity. 

There is no question but what between the field of funds that is avail- 
able for commercial use and the savings which are seeking long-term 
investments there is some substantial amount of money that flows 
either way. That is found, we notice, in the types of concerns that 
buy our notes. And if the interest rates and the mortgage lending is 
attractive, those funds will flow over there. On the other hand, if the 
interest rates and mortgage lending is unattractive as compared to 
other types of investment, then those funds in turn will flow over to 
the other side. And I am inclined to believe that the increase in the 
rediscount rate on the part of the Federal Reserve has had a tendency 
to divert those funds over to, let’s say, the commercial type of invest- 
ment rather than the long-term type of investment. And that will be 
adjusted in the course of time. 

Frankly, I think that we have a limit. We keep talking about how 
many houses should we build. And I would like to express an observa- 
tion that there is a substantial difference between the amount of hous- 
ing for which we have a social need as compared to the amount of 
housing that we can provide from an economic standpoint. 

Under present conditions, in my judgment, if we tried to sustain a 
million and a half units per year we simply wouldn’t be able to do it, 
if the balance of the economy was pontinuel at its present level of pro- 
duction. We wouldn’t have the labor, we wouldn’t have the materials, 
and we certainly would not have the funds available. 

Now, I don’t mean by that we are not going to reach a million and a 
half in the course of a few years, because I believe we are. Wherever 
we are, whenever you take a view of housing, we are always going to 
be able to divide housing into three segments and say that a third of 
it is below that of the other two-thirds in standard. 

(Mr. McAllister’s prepared statement follows :) 


STATEMENT OF FEDERAL Home LOAN BANK Boarp CONCERNING EFFECTS OF 
ADMINISTRATIVE ACTIONS ON HoME CONSTRUCTION AND MORTGAGE FINANCING 
FYIELbs 


The chief purposes of the Federal Home Loan Bank System are to meet the 
seasonal and emergency requirements of its member savings and home-financing 
institutions and to maintain an adequate flow of home-loan funds in every State. 
The first duty of the banks is to provide additional liquidity to these institutions 
by making advances when an unusual demand for savers’ funds occurs. A sup- 
plemental or second duty is to stabilize the recurring needs of members for funds 
with which to make home mortgages when the flow of savings and mortgage re- 
payments are insufficient to cover demand. 

The current capital position of the district banks of $555 million, comprised 
of $506 million of stock subscription by member institutions and $49 million 
of earned surplus, forms the nucleus for their operations. As an additional 
source of funds, the district banks, through the Federal Home Loan Bank Board, 
markets consolidated obligations in amounts sufficient to provide any remaining 
funds necessary to maintain adequate liquidity in the banks and to meet cash 
needs of borrowing member institutions. At latest call date, November 3, the 11 
banks had $659 million of members’ funds on deposit, and $740 million of con- 
solidated obligations outstanding. The current sale of an additional $235 million 
in obligations will bring the total to million on November 15. The summary 
picture of sources of funds is shown in table 1. 
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TABLE 1.—Federal Home Loan Bank System, liabilities and capital 
[Amounts in millions] 





Capital Reserve and | Members’ | Consolidated Total lia- 


surplus deposits obligations -_ Ve 


#8 


icin apne 
©cno- 
BSZeu8 


@) ®) 





1 Includes other liabilities; totals since Sept. 30, 1955, are approximations. 
3 Not available. 


The Federal Home Loan banks retain a portion of their assets in the form of 
cash and Government securities, and most of their remaining assets are used to 
supply their members with needed funds. Variations in total assets of the 
banks, as shown in table 2, are due mainly to increases and decreases in seasonal 
or abnormal needs of their members. As of November 3, 1955, a total of $606 
million, or 31 percent of their assets were in cash and Government securities, 
while $1,350 million, or almost 68 percent, represented advances outstanding to 
members. 


Tas_e 2.—Federal Home Loan Bank System assets 
{Amounts in millions] 


Government | Advances to 


members Total assets ! 


@) 


1 Includes other assets; totals since Sept. 30, 1955, are approximations, 
2 Not available. 


Historically, savings and loan associations have obtained a sufficient volume 
of funds through growth in savings, repayments on outstanding mortgages, and 
current. earnings to finance their new mortgage-loan requirements. It became 
apparent in mid-year 1955, however, that net savings receipts were failing to 
keep pace with the vigorous demand for funds, creating a condition of inibalance. 

Those member associations that had relied upon a continued strong savings 
inflow in making loan commitments have needed assistance from their respective 
district banks. This is reflected in the rapid rise in bank advances shown in 
table 2, above. During the third quarter, in addition to the funds obtained 
through the marketing of consolidated obligations, the banks also sold a sub- 
stantial portion of their Government securities, so as to be in a position to meet 
the demand for advances. 

It became obvious to the Board in the summer that there was need to restore 
balance between savings and mortgage lending. In mid-July, a cautionary 
letter regarding the need for restraint in making new loan commitments was 
sent to the presidents of the district banks (exhibit A) and, when it became ob- 
vious that more direct action was necessary, the Board, on September 8, in- 
stituted a more definite policy of moderating the extension of credit to members 
(exhibit B). At that time undishbursed commitments of member associations 
were reported at $2.3 billion. ; 

In adopting this policy the Board had in mind the desirability of working 
toward a closer adjustment of the lending activities of member associations to 
the inflow of funds available to them from repayments on mortgages and net 
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savings. Attainment of this objective is not inconsistent, of course, with the 
making of advances to member associations to meet extraordinary needs. 
Special consideration was given by the Board to the need of some members for 
funds to meet loan commitments entered into prior to September 8, when its 
policy of restraining bank advances was instituted. Accordingly, on October 19, 
a letter was addressed to the presidents of the 11 Federal Home Loan banks 
for their guidance in evaluating requests being received from member associa- 
tions for assistance in meeting such prior commitments (exhibit C). 

In this communication the Board pointed out the need for making determina- 
tions on applications for advances in the light of the circumstances of individual 
cases, but indicated that, as a general rule, a member, if otherwise eligible, could 
obtain an advance if it were using at least half of the funds becoming available 
to it through loan repayments and net savings inflow to meet loan commitments 
entered into prior to September 8. Under this general rule a member association 
would be able to use up to one-half of the funds available to it for lending 
activities in making new loans, that is, loans not committed prior to September 8. 
During the 2-week period, October 19 through November 3, advances were made 
to member associations amounting to $32,368,000. 

We anticipate that member savings and loan associations will disburse almost 
$3 billion on home mortgage loans during the fourth quarter of 1955, bringing 
the total for the entire year to about $11.5 billion, as against $8.3 billion in 
1954. The associations may be assisted to the extent of some $400 million in 
additional bank advances during the current quarter, and a total of $800 million 
during the year. 

The need for home building continues, and the savings and loan business must 
provide its share of the needed financing. The Board is presently analyzing 
this situation, and on the basis of these studies may announce rules regarding 
the reasonable use of standby credit on construction commitments. 

Despite the current easing off in number of housing starts, it is anticipated 
that the total loan volume of savings and loan associations during 1956 will be 
maintained at a high level. While the 1955 level may not be equaled, the volume, 
in all probability, will exceed the corresponding totals for 1954 or any prior 
period. As in earlier years, these institutions will probably finance one-third 
or more of the Nation’s home-mortgage loans. 


ExuHisir A 
FEDERAL HOME LOAN BANK Boarp 


MEMO 
JULY 18,1955. 
From: Office of the Chairman. 
To: Presidents of the Federal Home Loan banks. 


In my contacts with business and Government people, particularly in the 
Council of Economic Advisers, I find some concern being expressed over infla- 
tionary tendencies obseryable on the economic horizon. Particular notice is 
being taken of— 

(a) The rapidly increasing demand for and use of credit ; 

(b) Inceases in wage rates without corresponding increases in produc- 
tivity ; 

(c) The large volume of building, resulting in mortgage credit extensions 
at an unprecedented rate; 

(d) Inereases in the wholesale prices of building materials. 

For practical purposes the Nation is in a condition of full employment. The 
economy is going ahead at full steam. Now is the time to appraise the situa- 
tion, and to prevent our natural enthusiasms from leading us into overproduction, 
or overextension. 

We in the savings and loan business can see some spots of overproduction. 
In some cities, apartment vacancies are above safe limits. Though the vacancies 
in the Nation at large are not high, this is a time when it pays to pause and 
reappraise our economic position. 

A prime objective of the administration is to pursue policies that will sustain 
prosperity. This is the reason for its desire to prevent an eet of 
credit and the recession that would later result therefrom. 

Specifically, associations would do well to curb their forward commitments. 
As the term is generally used, this would be a time to “consolidate our gains.” 
The tremendous demands upon the credit facilities of the Nation are reflected 
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in increased interest rates. The cost of money (consolidated notes) to our 
bank system currently is 2.14 percent—6 months ago, as well as a year ago, 
it was 1.36 percent. This represents an increase in the last 6 months of more 
than three-fourths of 1 percent in rate. 

My studied guess, and it certainly can be no more than that, is that if demand 
continues to increase, interest rates will rise on this years’ subsequent note 
issues. For that reason it would seem well for each of the banks to carefully 
consider its lending program. By and large, the banks are currently operating 
on as close a margin as is comfortable, and if your money costs one-fourth of 
1 percent more, that increase cost must be reflected in increased interest rates 
to your borrowers. An increase of one-fourth of 1 percent in members’ rates 
doubtless would restrict expansion and consequent borrowing, and would cer- 
tainly affect the making of advance commitments. 

I hope you will give these matters your earnest consideration. 


WALTER W. McALLister, Chairman. 


Exursit B 
FEepERAL Home Loan BANK Boarp 
WASHINGTON, D. ©. 


SEPTEMBER 8, 1955. 
From : Office of Director, Division of FHLB Operations. 


To: Bach Federal home loan bank president. 
Subject : Advances to members. 


Yesterday the Board requested the banks, by wire, to adopt the following poli- 
cies in connection with advances to members : 

1. Advice to each member that a loan program should be followed that con- 
templates meeting loan demands out of savings and loan repayments. 

2. No advances should be made for the purchase of Government securities nor 
for the purchase of loans. 


= A reasonable reduction should be required before renewal of outstanding 
advances. 

As you will understand, the Board was reluctant to take such action but after 
a thorough review of current trends in advances and deposits, the assets and 
liabilities of the banks, and the condition of the money market it was the 
conclusion of the Board that this was the most effective method of reducing the 
outflow of funds. 

We know that you, as well as we here in Washington, recognized that the 
tremendous increase in lending by the savings and loan associations, with no 
corresponding increase in net savings would create pressure upon the Federal 
Home Loan Bank System. Our concern was evidenced by the chairman’s letter 
of July 18 sounding a warning about the overexpansion of credit and by our 
letters in July and August discussing the problems of financing the System. We 
appreciate your commendable letters and actions requesting your members to 
avoid excessive use of their lines of credit for loan expansion purposes. 

Notwithstanding these warnings, the members have continued to use the 
facilities of the banks at an excessive rate. Between June 16 and September 1 
advances increased $339 million and deposits decreased $100 million, or a total 
outlay of funds in excess of $439 million. 

For the past few months the monetary policies of the Federal Reserve System 
have restricted credit through the reducion of free reserves of the member banks. 
In fact, free reserves have declined within the last 2 months from a surplus of 
$288 million to an average negative position of $250 million in the week ended 
August 31. This situation, together with other restrictive actions by the Federal 
Reserve, have made it extremely difficult to market our obligations. 

As a result we have found it necessary to liquidate a considerable amount 
of securities of which a portion have been sold at substantial losses in order to 
meet the demands of the members for funds. When it became obvious that there 
was to be no relaxation in these restrictive policies of the Federal Reserve and 
the bank system was able to secure only $75 million on September 15 instead of 
the $263 million required, it was clear that the current rate of expenditures of 
the banks could not continue unless substantial could be borrowed during 


the next few months in excess of the maturing consolidated obligations amounting 
to $180 million. 
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Under present market conditions it is impossible to forecast the amount of 
funds the system may borrow before the end of the year. Also, based upon 
current trends and your estimates of anticipated demands, total holdings of 
securities, after providing for the legal reserve, would have been reduced to 
$321 million by October 17 as compared to an estimated deposit liability of $660 
million. Unless a substantial amount of new funds could have been assured it 
appeared that several of the banks would not have been able to perform properly 
their primary functions after that date. Another disturbing factor was the 
anticipated seasonal increase in advances which, since 1950 with the exception 
of 1951, has averaged between 26 to 32 percent during the period from September 
1 to December 31. 

In view of these facts the Board had no alternative except to take immediate 
restrictive action on lending operations. It appears that the Federal Home 
Loan Bank System and the savings and loan industry should recognize that we 
are an important part of the financial structure of the country. Having attained 
this position, our actions in the extension of credit and in the borrowing of funds 
in the market will receive considerable attention by the departments of the 
Government charged with the responsibility of managing the economy. When 
actions are taken in the national interest to restrict the supply of credit available, 
then our activities must be adjusted to fit the economic pattern. Therefore, it is 
clear that the financial plans and programs of our industry cannot be immune 
to national credit policies. 

Although the policies as adopted by the Board are necessary for an interim 
period, we know you will agree that the ability of the Federal Home Loan Bank 
System to meet sound needs is unquestioned. Therefore, the Board recognizes 
that when a member has made every effort to comply with the present restrictions, 
an advance would be proper to meet actual cash needs. It is understood, of 
course, that these limitations will not apply to the primary function of the 
system, the making of advances to meet unusual withdrawal demands, nor to 
the making of advances to members for the purpose of extending financial 
assistance to individuals whose property was damaged by the recent floods. 

Because of the current excessive tightness in the money market it is necessary 
to waive liquidity requirements until further notice. This action will require 
each of you to anticipate the amount of any impact upon deposists and to hold 
in your portfolio sufficient securities to take care of estimated withdrawals or 
advise this office far enough in advance of the need for funds to permit us to 
arrange for an interbank deposit, if available. In this connection, as indicated 
in our letter of August 29, it is the Board’s wish that none of the current holdings 
of 2-percent special series notes be redeemed. As a part of this program the 
Board requests prior approval of any change in the effective rates of interest paid 
on deposits. 

Should conditions improve over the next few months, the Board will take action 
to remove or amend the present restrictions. 


ALBERT ©, Crew, Director. 


Exursir © 
Feperat Home Loan BANK Boarp 


WASHINGTON, D. C. 

OctToBeR 19, 1955. 
From: Office of Director, Division of FHLB Operations. 
To: Each Federal home loan bank president. 

Subject: Advances to members. ~ 


From information we have received it appears that there may be some ques- 
tion as to the amount of current receipts of a member which should be applied to 
eee commitments as of September 8 before an advance may be made by a 

ank, 

Basically, the Board believes that this is a matter for determination by each 
of the banks as circumstances in an individual case may require adjustment of 
any general rule which might be adopted. However, the Board is of the opinion 
that the current credit restraints should be applied in a manner which will permit 
the members to continue to make some new loans. Therefore, it is suggested that, 
as a general rule, not more than half of a member’s receipts from net savings and 
loan amortization should be applied to the reduction of prior commitments as of 
September 8 before the member is eligible to receive an advance. This sugges- 
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tion, of course, is predicated on the assumption that the member meets all other 
standards or limitations which may apply in your district. 

The adoption of this standard, when applicable, would comply with the Board’s 
position that each association should be free to lend approximately half of cur- 
rent receipts, as defined above, on loans other than those for which it was com- 
mitted at the time the restraints were imposed. 

The Board also urges each of the banks to strengthen its cash or liquid posi- 
tion, if possible, during the next few months in order that we may maintain a 
more adequate liquidity position with respect to deposits and future advances. 

We shall appreciate serious consideration of these proposals and any sugges- 
tions which will contribute to the solution of our current problems. 

Apert ©. Crew, Director. 

Senator SparKMAN. I was oe at one of the tables you have 
here. It shows the rate of interest that has been paid since March 15 
up to the present time. I believe you commented on that rate at the 
end of your statement. On March 15 you paid 1.80 percent ; November 
15 you paid 3.129 percent. If that condition continues, isn’t that 
going to have a considerable effect upon your member banks, upon 
the business that they do? 


(The information referred to follows :) 


Upward trend in interest rates, Federal home-loan bank borrowings, Mar, 15 
to Nov. 15, 1955 
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Mr. McAuuister. Yes; there is no question but what the Bank Sys- 
tem operates on a very, very close margin. And if we have to pay 
3.25 for money, our lending rate will probably be 3.5. And in turn 
associations have found that if ~~ meet their normal operating ex- 


penses and set aside reserves that the bank Board feels are right and 
proper, that there must be pretty close to a 2 percent spread between 
the interest rate that they pay the banks and the interest rate that they 
charge. That would simply mean that in the course of time dividend 
rates would be inonataell I, of course, question that they will be 
maintained at that level. 

Senator Sparkman. Mr. McAllister, did you read the article in the 
Wall Street Journal of last Wednesday ? 

Mr. McAuuisrer. Yes, sir. 

Senator SparkMAN. Entitled “Criss-Cross Credit.” 

Mr. McAtuisrer. Yes, sir. . 

Senator Sparkman. I think that article sets out some of the things 
that perhaps Mr. Morgan was driving at. I noticed one quote from 
you > that article. I wanted to ask you about it. Reading from the 
article: 


Mr. McAllister, before the same group— 
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That is the United States Savings and Loan, in its Miami meeting— 


Mr. McAllister tipped his hand with this remark: “Let me say that we expect the 
Bank System to supply some reasonable controlled amount of credit to help you 
do your fair share of lending in the months ahead.” 

Do you have any comment to make on the tipping that was implied 
or inferred from that? (0 

Mr. McA.uister. Well, that was simply an expression of opinion. 
We had gotten the record and had found out how rapidly the commit- 
ments that existed on the ist of September, had been reduced, and 
would be reduced by the 1st of January. It became evident that if 
the members wanted to use the Bank System on a standby basis, that 
they should be entitled to some reasonable controlled use of credit. 
And as I said to you, we are having our bank presidents in here the 
latter part of this week, and as a result of that conference we will 
probably come to some conclusion as to what is the right and proper 
thing to do. 

Senator Sparkman. I have gathered from conversations that I have 
had with members of the building industry, and those interested in 
home building, that there was expected a pulling away from these hard 
credit terms. I think most of them were caught pretty much off 
balance by the last action of the Federal Reserve Board in raising the 
rediscount rate. Even this article, which was written just last Wednes- 
day, predicts, and I quote: 

Next month the Eisenhower administration is planning to announce the most 
significant step it has taken so far to loosen up on housing credit. The announce- 
ment will come from the Federal Home Loan Bank Board, a credit reservoir for 
some 4,300 mortgage lending and savings and loan associations. 

Mr. McAuuasrer. That was an editorial conclusion. 

Senator Sparkman. In other words, we cannot always rely on some 
of these conclusions that are drawn. 

Mr. McA.usrer. I want to say, however, that that was a very good 
article, by and large. 

Senator SrarkMan. Yes, I thought he marshaled his facts pretty 
well. And I, as a reader, would have followed his conclusion, if I had 
not heard some of these statements. 

Mr. McAuuisrer. You see, we can make standby credit available but 
that doesn’t determine the rate that will have to be charged. In other 
words, we will have to charge a rate in accordance with the money 
market. And in turn, if that rate, say, would be too high, above what 
associations want to pay, above what the builders under present condi- 
— be able to adjust themselves to, then the credit wouldn’t 

used. 

Senator Sparkman. In your September 8 statement, the Board 
advised or suggested to the member banks that they use their savings— 
that loans beyond that time be made out of savings and loan repay- 
ments. Now, on October 19 you made additional funds available 
through the sale of $325 million worth of notes. 

Do I understand correctly that that was in order to meet certain 
commitments that had already been made? 

Mr. McAuuisrer. That is correct. 

Senator Sparkman. I have seen somewhere or heard the thought ex- 
pressed that since the Federal Reserve handling of rediscount rates 
did affect the entire credit pool, that your action might have repre- 
sented a modification of that, inasmuch as it applies only to housing. 





56 MORTGAGE MARKET PROBLEMS 


In other words, whereas they applied the stringent part, you applied 
some relative to one particular segment. 

Mr. McALuister. W Tell, that could be interpreted that way. At the 
same time, there is a certain pool of credit and money that is avail- 
able. And if the demand for it is im excess of the supply, then the rate 
is going to rise until there is an equalization of pressure. And we 
don’t create money. Wesimply have to borrow money on the basis of 
what the current rate is, The question of whether the rates are high 
or low is something over which we have directly no control. 

Senator SparKMAN. Does anyone have any comment on Mr. Mc- 
Allister’s statement ? 

Dr. Fisuer. I should like to ask a question.. What portion of the 
funds lent by the savings and loan associations and committed by 
them are on new construction to builders, and what portion on exist- 
ing construction to purchasers? 

Mr. McAuister. Generally speaking, I would say the savings and 
loan associations’ lending is about one-third to, say,.a maximum in 
some instances up to about 40 percent on new construction and the 
balance of it on existing construction. 

Senator Sparkman. May I getclearonthat? You say up to 40 per- 
cent of the amount loaned is on new construction ? 

Mr. McA.uisrer. Yes, sir. 

Senator Sparkman. And the balance is on existing construction, 

Mr. McAuuisrer. Yes, sir. In other words, if we lend $11.5 billion 
this year, and if we finance 420,000 new units, and those run somewhere 
around $10,000 per, that would be $4 billion that would be used for 
new construction out of a total of $11.5 billion. Those are rough fig- 
ures. 

Dr. Fisuer. Mr. Chairman, the reason I asked the question is I am 
building up to elaborate on Mr. Martin’s statement that this market 
is an exceedingly complicated one, in which the existing construction 
plays a very important role. 

Mr. McAuuisrer. It is exceedingly difficult to guess what is in the 
minds of the people. Now, why the rate of saving for the months of 
July and August should have been relatively so much less than we had 
a right to expect, and September, but at the tail end of September a 
change took place and in October and November the rate of saving has 
increased—that is something that we can only guess at. 

Dr. Fiser. Does your Board have any information about prices 
of existing construction, prices of new construction, and the relation- 
ship between the two? 

Mr. McA.usrer. No, sir; except that new construction is going up 
all the time. It is increasing right straight along. I would say that 
the old houses—the market has been soft—and I would disagree with 
the conclusion of the bank quotation that you gave as far as the country 
as a whole is concerned. I would say that throughout the United 
States that the old residential house has a poorer selling value today 
than it had the first of this January. 

Mr. CuarKxe. I would agree with that statement completely. I 
would disagree that the pri eet a -~ a was going up. If any- 
thing the price of the dakenciae 

Mr. McAuisrer. And a in Si ot the fact that the new house 
is going up. 
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Dr. Fisuer. Would both of the gentlemen agree that that is a very 
important aspect of the market ? 

r. CLarKE. I would with that completely. 

Mr. Turner. I would hike to ask a question of Mr. McAllister. The 
limitation which _ imposed upon member borrowing from the Fed- 
eral Home Loan Bank Board last July had a rather pronounced psy- 
chological effect. It wasa blunt instrument. As I understand, it did 
cause many savings and loan associations to curtail their lending oper- 
ations much more sharply, especially their forward commitments, than 
you had intended. 

Why doesn’t the Home Loan Bank use the discount rate technique 
rather than this flat embargo type of instrument, as does the Federal 
Reserve, which is a much more sensitive type of control and doesn’t 
have quite the shocking psychological effects 

Mr. McAtaasrer. It is doubtful whether that would work. Let’s 
be perfectly blunt about the proposition. There are three areas of 
the country where there is a tremendous demand for credit and hous- 
ing certainly far in excess of the supply, to wit, California, for one 
Florida, for another, and the southwest area in the neighborhood of 
Texas, we will say, for the third. Whereas in the North and the 
East the supply of funds is more than sufficient to meet the demand 
so far as housing is concerned. If we raised the discount rate or the 
interest rate, let’s say, a half of 1 percent, which would be a very, very 
high rate, it won’t diminish the borrowing at all, so far as California 
isconcerned. It won’t diminish it at all so far as Florida is concerned, 
and it won’t diminish it perhaps as far as Texas is concerned. But it 
certainly would restrict and restrain the borrowings in the other sec- 
tions of the country. 

I think we will have to approach that from a different angle. I 
don’t believe that we can say that interest rates alone will be sufficient 
to provide a satisfactory leveling out between the available credit and 
the demand. 

Mr. Turner. Won’t that same line of reasoning apply to the Fed- 
eral Reserve discount rate? 

Mr. McAraasrer. In my opinion, it does toa degree. In other words 
the conservative individual or company that hadn’t accommodated 
themselves to the higher interest rate would withdraw from the 
— and thus tend to produce a balance between supply and 
demand. of credit. 

I would say to Mr. Levitt, if in the future, not today—it is a terrific 
shock, but if in the future he had to do his financing on a 10-percent 
discount basis, that he would be in the market and would be able to 
operate. I am not advocating that, but I am simply saying that if 
conditions were such that that would be the way in which we would 
function, we would start doing business. 

Senator Sparkman. Any further questions or comments? 

Mr. Fisuer. I crave to ask one more question while Mr. Martin and 
Mr. McAllister are here. 

There is much concern with this discount of the VA and the FHA 
loans in the market. This is in the secondary, so-called secondary 
market, a market which has developed since the establishment of the 
FHA primarily and the veterans’ loan arrangement. I would be very 
happy to have your opinion as to whether this is not simply a phe- 
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nomenon to be expected of an instrument which circulates in a 
secondary market. 

Prior to 1930, say, mortgages did not circulate generally in a second- 
ary market. There were no quotations, therefore, upon which their 
yield could be based. They were carried on the books at par because 
there was no secondary market in which they moved. 

Now, is not this simply a phenomenon of an instrument which 
circulates in a secondary market and on which the yield can be affected. 
only by the market price or capital value? 

Mr. McAuuisrer. I will express an opinion with reference to that, 
I don’t know that the secondary market operation has so much to do 
with it if I understand what you have in mind, but it can be expected 
that the discount on any fixed rate obligation will vary from time to 
time to accommodate itself to the interest rate, and that is the only 
way in which a 4 or 4% or 5 percent or whatever the rate may be can 
be adjusted to changed rates. You see the same thing in Government 
bonds. A Government bond bears a rate of 214 percent, and if the 
interest rate for that type of security is above 214, the bond sells below 
par, it sells at a discount, and the same thing is to be expected of an 
FHA and VA loan. 

That doesn’t necessarily mean that this is the time to raise the in- 
terest rate on the obligation. We have got an adjustment; we have got 
a condition here. I think we will have a balance between the available 
credit and the demand therefore, in the course of a reasonable period 
of time. 

But, for instance, if the conditions remained as they are and dis- 
count rates continued to rise or interest rates continued to rise, then 
obviously there would only be one thing to do, and that would be for 
the Congress to increase the interest rates on FHA and GI mortgages. 

But at the present time, I certainly won’t advocate that because I 
think savings and loans may go out and do a little better job of selling 
people on the advantages of thrift and get them to save a little more 
money, instead of spending quite so much on some other things. 

Perhaps the attractiveness of the colored automobiles has drawn 
away from some of the customary means of savi the desire to save. 
Perhaps we can do a better selling job this coming year, knowing 
what the needs and pressures are. 

Mr. Levirr. I would like to ask a question. I would like to ask a 
question directed to the Chair: Does the Senator think that the action 
of Congress in establishing an interest rate actually means anything? 

Senator SparkMAN. Iam sorry. I failed to get the last part. 

Mr. Levrrr. Let me repeat it use I remember testifying at the 
time Congress raised the interest rate before your committee, Senator. 
I said at the time then I didn’t think it made any difference what the 
interest rate was, that money was a commodity the same as anything 
else, and we would have to pay for it, depending on supply and de- 
mand. If there was an awful lot of it, if C Congress said the interest 


rate was 5 percent, the banks would lend it at 4, 344. So TI ask you 
now, in view of what we are going through—because I am not kidding 
myself, we are not paying any 414 percent, we are paying 5, 51g, 54— 
does it really make any diffetenes other than psychologically what 
the interest rate is, the fact that. Congress says that FHA mortgages 
and VA mortgages shall be so-and-so? 
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Senator SparKMAN, I have been looking over some comments that 
were made in the 1952 hearings. I think those are the ones you 
referred to. I took a hasty look to see if I had a quote from you 
on this. 

Mr. Levirr. What did I say then? 

Senator Sparkman. Unfortunately, I do not have it on this par- 
ticular list. 

Personally, I did not favor the increase in interest rates. I went 
along with it when the Government or the Administration asked for 
it in connection with that legislation, and we were told that if we 
increased the interest rates all our problems would be at anend. That 
was a complete solution. I think that was what was generally put 
across to us. 

I certainly am not willing to admit that it did put an end to our 
problems. I don’t know. Iam not prepared to say that it makes no 
difference what the interest rate is. I think there is much validit 
in the statement that whatever the price of money is, it is going to cok 
that level. If it is not done by interest rates—we see the operation 
now through the discount point. But I think there are many things 
to be considered, not the least of which you mentioned when you said 
the psychological effect. I think that is a real factor to be considered. 

Gentlemen, it is 12:30. We don’t want to work a hardship on any- 
body, but if all could be back this afternoon it would be a great favor 
to us. 

Mr. Martin and Mr. Burgess particularly had one inquiry as to 
whether you will be back. I think if you are not coming back, Mr. 


Coogan might have a question for zon now. If you are coming back, 
hol 


I think he can be persuaded to it over. 

Mr. Martin. I am available. I would like to be excused tomorrow 
if possible. 

Senator SparkMAN. Well, certainly. We want to meet your con- 
venience. 

Mr. Coogan, did you want to ask your question of Mr. Burgess? 

Mr. Coogan. Yes, I-would. I would hke to point out—I think this 
discussion leads to the fact that—to a set of facts. First, that the 
home-loan bank, through its position ‘of its good rediscount facility 
and through a central bank has been much more flexible and able to 
meet the situations as they developed in accordance with the monetary 
policies of the Government. I think what we are faced with now 
is the fact that the housing industry has grown so large, the mortgage 
debt has grown so big, the volume of mortgages, I think you are faced 
with a terrific volume of instruments of almost equal dignity with 
Treasury bonds, guaranteed and insured by the United States Govern- 
ment, floating around the market, with which you have little or no 
coordination in the past; and I think all this points up the need, the 
fact that if we are going to make the funds available at the present 
time one of the fon with money is not simply the interest rate but 
it is the fact that it is a specialized type of investor that buys mortgages. 

A great many investors just won’t touch them, regardless of the 

ield. So we are always catering to a limited segment of the invest- 
ment market and not the general investment waves as other types of 
investments. “ 
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What I am getting to is that it seems to me it points up the need for 
a real central mortgage bank, rather than the current FNMA where 
the actions and the mortgage market could be coordinated with the 
Federal monetary policy. 

It seems to me that extending these liberal terms, the guaranty and 
the insurance, that has given the mortgages liquidity to cross State 
lines, which is very important and frequently overlooked. The Gov- 
ernment carries with it a responsibility to see that those terms are prop- 
erly extended, and to date they haven’t been. They have extended in 
large metropolitan areas. Yet we are faced, as I believe, which many 
people disagree with, overbuilding, but it is a selective overbuilding. 
We are overbuilding in certain price classes and certain areas, while 
there exists a housing demand nationwide which remains unsatisfied 
because of the uneven flow of money. 

A central marie bank would make the money available where 
it is needed, would give the administration and the Treasury and the 
Federal Reserve Board a power of coordination and the development 
of a really effective interest rate. 

At the present time, I think you can go back through our records 
and you will find, as I said a little earlier, in 1954, when the money was 
easy, it still wasn’t reflected in premiums or generally a par market. 

It is my firm belief that if you raised the interest rate today that 
discounts would still persist, as long as we have a huge volume of 
building. But through a central mortgage bank, with some coordina- 
tion, with some exercise of responsibility for the use of this credit, we 
could get the housing we want and possibly avoid some of the housing 
that we don’t need. 

I think one of the queer analogies—we are using automobiles all 
along. The credit situation is so involved. You, of course, appre- 
ciate it more than I do, but one of the strange facts today is a large 
number of rejections we are getting on credit, showing that we are 
really scraping the bottom in some of our home sales, and the fact 
that we are running into so many auto purchases, that is, the automo- 
bile manufacturers are getting the consumer’s dollar, and here is the 
queer analogy, that if you are buying an automobile, it prevents you 
from buying a home, but if you are buying a home, it almost assures 


you of cee standing to buy an automobile. 


I would like to ask you about the need for a central mortgage bank. 
It seems to me we are floundering around without the correct control 
and coordination Mr. Morgan spoke about. I think we are avoiding 
the central issue. That is sort of moving in a vacuum here. 

Mr. Bureess. Mr. Chairman, I will be glad to contribute what I 
can. I think what Mr. Coogan says emphasizes the fact that we are 
dealing with an enormously b and complicated situation. I do 
think there is danger in interpreting the present situation with its 
difficulties as necessarily representing a long-term trend. 

I must say that volume of charts that Federal Reserve Board 
people have prepared is very illuminating and to my mind very encour- 
aging about the building situation in this country. 

I think the most encouraging figures perhaps are this chart—the 
sixth chart on nonfarm m Soir then shows the total 


amount of money that has been flowing into nonfarm mortgages, since 
1946. 
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In 1946, that figure was approximately $1014 billion. In 1954 it 
was $23 billion; and this year for 9 months it is within a billion four 
hundred million of the figure for the whole of last year. 

So it is obviously going to make a new high figure this year. We 
have been doin oeeeeae terrific job of building America, and 
organizations like . Levitt’s have found ways to build new homes, 
better and cheaper than ever before. He has done a terrific job. 

I think we all ought to feel a great deal of satisfaction in what has 
been accomplished. If you look at the figures in that chart, you see 
the size of the job that we are doing. It is not at all surprising that 
we run into pockets once in a while, and the pocket now is getting the 
American people to save commensurately with this enormous job we 
have to do. 

Now, as Mr. Levitt points out, a lot of American people’s savings 
are now going into pension funds. Maybe it is around three and a 
half billion dollars a year. Those funds might very well take a look 
at mortgages. I know some of the pension funds are looking at them. 

Life-insurance companies invest in mortgages much more heavily 
than they used to. My own belief is that this situation we are facing 
today is a temporary one. We will find ways of ironing this thing 
out and we will go on to a very large and satisfying volume of con- 
struction. 

Mr. Brown has given figures for the New York Life. We follow 
this very closely. The other life-insurance companies are doing the 
same thing. ey are preparing for an enormous amount of funds to 
go into mortgages next year. Savings and loan associations this year 
already have put in 8.2 billion—that is in 9 months—as much as they 
did in the full year last year, and they are going to go ahead. 

Now some of them have raised their rates. hat does that mean ? 
That means they have made the savings shares in the association more 
attractive to savers, and that is an encouragement for more people to 
save money to put into mortgages. 

One more point: Mr. Coogan raised the question of competition be- 
tween these mortgages and Government bonds. Well there may be a 
little there—a few people who make the decision whether to buy long- 
term 3-percent Government bonds or mortgages. It isn’t very many 
people. After all, there is a lot of difference between 5 percent and 
3, and the people who want the yields, like insurance companies, or the 
savings banks, are going to buy the mortgages. 

So you have got a little overlap there, but it isn’t very much. There 
is a tremendous area for mortgages, and it is going forward. 

So I think our problem right now is a little time to correct the bal- 
ance between the flow of savings and the flow of building, and we are 
doing it. We are making the adjustment. I think Mr. McAllister 
has done a job—it ee been rough at times, but it is working 
itself out in a way so that this enormous flow of savings from savings 
and loan associations will continue to grow. I can’t be other than 
hopeful about it. 

nator SPARKMAN. Thank you, Mr. Burgess. 

I thank all members of the panel, those who have taken part. 

The committee will stand in recess until 2 o’clock. 

(Whereupon, at 12: 45 p. m., the hearing was recessed until 2 -p. m. 
of the same day.) 

70168—55——5 
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AFTERNOON SESSION 


Senator Sparkman. Let the committee come to order, please. 

There are 1 or 2 still away, but I assume they will be in shortly. 

Dr. Fisher, I understand you wanted to follow up on a question that 
you more or less left pending this morning. 

Dr. Fisner. I asked a question of Mr. McAllister and Mr. Martin. 
Mr. McAllister responded, but we didn’t get a response from Mr. 
Martin. 

Mr. Martin. I think I can concur in Mr, McAllister’s reply. 

Senator SparkMaNn. Do you wish to follow it further? 

Dr. Fisuer. No, sir. 

Senator Sparkman. I thought we might start off this afternoon by 
hearing from Mr. Cole of the HHFA. . 

Mr. Cole, we’re glad to have you with us... Proceed in your own way. 

Mr. Core. Thank you very much, Mr. Chairman. 

I’m a little like the patient who has been given a local anesthetic 
and laid out on the operating table and listens to the doctor diagnose 
his ills. 

However, I hasten to say that I don’t think that I’m sick. I don’t 
think the housing market is in a bad situation. I think the housing 
market is generally in a sound and healthy condition. 

I do think, Mr. Chairman, we have fluctuations in the housing mar- 
ket over the period of years. We have, however, sustained what is in 
my opinion a very high and a very satisfactory level of production in 
housing for the people of America. True it is that in the nearly 3 
years I have been Aidministrater we have had a number of times when 
we felt that the market not only required careful analysis and we 
have had some times when we felt that certain changes were necessary 
and important to be made in the Government’s regulations and oper- 
ations to assist in maintaining a sound and a healthy, expanding, 
high level of housing production. 

Ve are in constant consultation with the constituent agencies, with 
the Treasury, with the Federal Reserve, with the Council of Economic 
Advisers, with others in the executive and legislative branches of the 
oe to determine how we should best carry out our respon- 
sibility. 

First, let me say that: I am perhaps the first speaker here today who 
has a little different objective than the other Government officials 
here. I am the Administrator of the Housing and. Home Finance 
Agency, and my job, as I view it, is to look at the economic structure 
of the country to determine what is occurring in the housing industry, 
what is being done to assist the people of America to get better living 
conditions, to find better homes. To accomplish this objective, there- 
fore, 1 look at the problem somewhat differently than the Federal 
mre Board, the Home Bank Board, and others in the lending field 
perha 

I am glad Mr, Keyserling came in because I am going to make a 
statement which I think he should be interested in. 

I believe it is my job as Administrator to do what I can to see to it 


that the housing segment of this economy continues in a very high 
level of production. 

I believe that the legislative history behind the enactment of the 
FHA, of the Community Facilities Administration, of the Fannie 
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May, of the Housing and Home Finance Agency, of the Urban Re- 
development Administration, and of the other facilities which we have, 
indicates, Dr. Keyserling, that the Housing and Home Finance Ad- 
ministrator has a responsibility to do what he can to continue the high 
level of housing activity that this country can and should sustain. 

By that I mean, as I understand the position of the Federal Reserve, 
it has certain responsibilities to the economy as a whole. I have cer- 
tain responsibilities as Administrator to the economy as a whole. A 
prime responsibility is to see to it that our program does not cause 
either an inflationary impact or a depression impact upon the economy. 

But, even though that may be a prime responsibility, I have a very 
high responsibility and I think an equal one to do what I can to see 
to it that the people of America have an opportunity to obtain better 
housing conditions, better houses, and better living conditions. This 
is my job. 

jt I talk to you, Mr. Chairman, when I talk to the Members 
of Congress, when I talk to the people in the executive branch, when 
I talk to industry, I talk in terms of getting better housing for people. 
I talk in terms of getting better living conditions. This is my job. 

Therefore, when the Federal Reserve System may put on the brakes 


or step on the accelerator, it is still my job, Mr. Chairman, to see to 
it that this segment of the economy gets all that it is entitled to. 

What do I mean by what it’sentitledto? I mean by that it getsall of 
the opportunity ible to provide all of the housing for the people 
of this country that the people of this country can obtain, 

How do we arrive at that? A while ago someone said something 
about need, and none of us is able to define what we mean by need in 


the housing market. Some people would say there are 12 million 
houses in America that do not have all of the amenities, some of 
them are very dilapidated, some are shacks, some don’t have bath- 
rooms, some are dilapidated and blighted. 

And some people might say this is the need and therefore the Gov- 
ernment should immediately decide that this need should be met 
within the next year or two. 

Or maybe some people would say it should be met within the next 
10 years or maybe it should be met within the next 50 years, 

he determination of need depends upon a policy which you deter- 
mine is the right course to follow. 

It is our judgment in the Housing Agency that we should not de- 
termine a quota of housing. We don’t fix a quota in the housing 
agency—well, let me say it this way: We don’t enter into the numbers 
game if we can help it.. We don’t believe that we should say that this 
country should have 1,250,000 housing starts annually. e say, as 
I think. Mr. Levitt said perhaps and Mr. Martin said, that this 
country should build all of the. houses that the people can consume 
within the sound economic. structure set by the Federal Reserve. 

Therefore, we look at it and determine how this can be done. We 
look at the number of families which will be formed next year and 
the number of families which will be formed the year following. We 
determine to the best of our. ability the number of houses that may 
be taken off of the market by demolition through Government action 
or by demolition through fire, wind, and other hazards of that.-sort. 
And we also look at some other factors which are apparent in the 
picture. 
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We determine what we think will occur with respect to the need for 
housing by reason of the migration of people from one place to another 
and also the mobility of the people within a smaller area, the con- 
tinued desire of people to obtain larger housing, the desire of people 
to obtain more room—and whether it may be by reason of the fact that 
their families are increasing or not. 

After examining all these factors, we do come up with a figure, 
Mr. Chairman, which indicates to us that, assuming that the people 
can find the money, there will be a demand in the housing market for 
X number of houses. This does not mean that we fix this as a goal. 
We say that based upon these factors in a private-enterprise econom 
that it appears to us, for instance, that next year the people will 
build, the people will buy, approximately 1,250,000 or 1,300,000 houses. 

Now, I agree that we should do everything that we can, and it is 
my job to do what I can, to expand this. I think that there is a great 
need in this country for more than 1,250,000 houses. I think people 
want more than that. I think that in order to obtain a place to live, 
whether you buy the title or whether you buy it through monthly 
rental, we should do oer we can within a sound economy to 
advance this opportunity. And this is my job, and this is what I shall 
continue to do as long as I’m Administrator. 

In this field, then, when I said that I did have certain responsibility 
as Administrator to assist in maintaining a sound economy, when we 
saw that there were certain trends toward an inflationary impact on 
the economy, when we saw that the housing construction costs were 
rising above the costs of other wholesale commodities in the market, 
when we saw that there was developing a short supply—although Mr. 
Levitt says he hasn’t evidenced it, at least in our statistical reports we 
see that that occurred—we saw that there was a need to just dampen 
slightly the inflationary trend. 


We felt that it was a ‘ots of our responsibility to place upon the 


housing market this bit of dampening because we believe that it would 
be of a great disservice to the people of the country if we permitted 
housing to continue to such an extent that the price of houses would 
rise to a degree beyond that which was proper. 

Therefore, we had our responsibility gad carried it out by increasing 
the downpayment by 2 percent, by lowering maturity from 30 years 
to 25 years. 

Now, it is my opinion that in the present situation a change, a re- 
versal of that situation would not change a great deal the present 
market situation. It is my opinion that whatever tightness now ap- 
pears in the market is primarily a money situation, a shortage, a 
slight shortage, of money. 

But generally, Mr. Chairman, we feel that the actions which were 
taken on the part of the Housing Agency in conjunction with the 
Federal Reserve and home loan bank and others were to assist the 
poopie to maintain a stable dollar and maintain a stable price of 

ousing. We thought it would be a disservice to do anything to the 
contrary. 

T believe that’s all that I care to say at the present. 

Senator SpaRKMAN. Any questions or comments? 

Mr. Keysrrurnc. I don’t want to press Mr. Cole, because I think 
he’s been doing a fine job and I always like to see teamwork in the 
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Government, but I would like to make a little clearer this matter of 
priorities that I raised this morning. 

Is the only concern of national policy with economic stability? For 
example, and I bring this up not to involve a different subject but to 
illustrate, suppose that since 1951 farm income has gone down by 28 
percent, which it has, and other national income has gone up by 13 
percent, which it has, Some people say that because the farm popu- 
lation is smaller and its income is lower that that doesn’t affect eco- 
nomic stability, that we still have economic stability and we still have 
full employment. 

I think tMat it is a concern of national policy that those kind of 
disparate conditions not bear upon two major groups in our population, 

I don’t think you answer the housing question when you say that this 
level of housing is consistent with stability and full employment. 
Maybe we need a little more housing as against something else. 

Let’s take another example to make it ever clearer. I heard a former 
member of President Eisenhower’s Council of Economic Advisers 
say in a debate with me that we couldn’t build any more schools because 
we had full employment and if we built more schools it would be 
inflationary whether the money came from Federal, State, or local 
sources. 

My view would be if we need schools badly enough, then we have to 
try to check something else. In other words, the sole concern of an 
economy and of a government and of the people is not only with sta- 
bility, although I appreciate stability. 

The only point I’m making is that the Government is taking actions 
restraining the volume of housing where it could take other actions 
which would not restrain that. Correspondingly, it’s not taking 
actions with respect to restraint of certain other things, expansion 
of consumer credit for automobiles and gadgets and certain other 
things which it could restrain. That choice of priorities is bad 
national policy. 

That is my position. In other words, we’re not giving housing a 
good enough break. We’re giving other things too much of a break. 
It isn’t creating a good economic balance, and it isn’t serving national 
priorities in the right way. 

Mr. Cote. Well, I must say to you that it is not the policy of this 
administration—I’m thinking of the Housing and Home Finance 
Agency policy, which I think is understood as a part of the adminis- 
tration’s—it’s not the policy of the Housing and Home Finance 
Agency to look solely at the question of economic stability, sir. It will 
not be. It’s my job, as I said before, to do what I can, frankly, in 
face of other competitive forces, to expand housing. This is my job. 

I expect to do what I can to expand it as against automobiles, may 
I say, because I believe it’s more important to the people of America 
to maps os houses and good living conditions than to have automo- 
biles. is is just my personal opinion. — 

This is my job, an this is what I’m attempting to do. 

Mr. Keyseruine. I agree with that, but I’d Tike to see the policies 
= bear upon those areas square with your own preferences. I’m 
with you. e 

Senator Sparkman. Mr. Coogan. 
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Mr. Coocan. Mr. Cole, I agree with your policy there. I wonder 
if you are aware—I know you're aware of it, but I’d like to call your 
attention to a change that is taking place in the housing market. Mr. 
Levitt mentioned it this morning, and I agreed with him that the in- 
creased cost of land is one of the big problems facing the builders 
today. 

With a limited supply of money, there is a tendency of investors then 
to go for a choice of mortgages. We all know that one $15,000 mort- 
gage can be serviced for the same expense as two $7,500 mortgages, 
so therefore the $7,500 mortgage is passed up for the $15,000 mortgage. 

When you have a lot that costs $3,000, you can’t put a $10,000 house 
on it. You’re pushed up to a $15,000 or $18,000 house. 

So there’s been a general pressure first on the people to buy larger 
houses. Everybody wants something better. And there is pressure 
on the builder to build into that field. The available land is at a 
price that he’s being forced to pay. The marketability of his mort- 
gages is better. But we’re building into a field of a completely nar- 
rowing segment. 

Now we have the controls put on—the 25 years and the 2 percent— 
which affect largely the lower-income groups. That is, a man buy- 
ing a $15,000 house normally pays 5 to 10 percent down anyway, so 
that the 2 percent isn’t going to hurt him. He’s usually restricted 
to 20 or 25 years by financing so it doesn’t bother him. So the effect 
of the controls is really bothering the income groups of $7,000 and 
less or $6,000 and less which make up the bulk of our population and 
make up our great mass buying public. 

It seems to me that we’re doing a disservice in denying housing to 
the people who need it most by the terms of the controls that we have 
exercised. 

I would like to find out if you’re aware of that question and can’t 
we find some other control that will permit us to get back to the basic 
problem of mass housing for the mass Americans rather than the up- 


grading to a ter extent? 

Mr Cone. Well. I’m aware, Mr. Coogan, of the fact that the changes 
in the regulations—I don’t call them controls, because the FHA 
regulations, and whether they provide maturities of 20 years or 10 
years or 50 years or 100 years, there will still be regulations 
within FHA as long as it’s a Government agency, so I say FHA has 
made a change in its regulations—I’m aware of the fact, of course, that 
the change in regulation which reduced the maturity from 30 to 25 
years does have an effect upon the lower income group. I’m well 
aware of it. Any such regulations might have that. 

The only two things that I would say to you are these: No. 1 is when 
I announced it, when Mr. Mason and [ announced this, we said it was 
a temporary suspension—No, 2 is this: It would be a disservice to 
the lower income people if we permitted inflation to take hold on this 
country and steal their dollars. And you may argue with me whether 
or not this does that. 

But, nevertheless, this was the p . No. 1 is a temporary sus- 
pension. No. 2 is that if we took dollars away from the low- 
income people through inflation we’d be doing a great deal of dis- 
service. We don’t look upon this as a permanent, long-time regulation. 
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Mr. Coogan. I want to argue that point, because I think in se- 
lectively going into the higher priced house your're encouraging 1n- 
flation, and a complete denial of the lower income brackets is probably 
another thing in that direction. 

I would like to ask, too: You expressed yourself frequently and 

ublicly on your willingness to change the regulations when and if you 
acide it’s necessary. We have crowded this housing into the higher 
priced segments. __ ’ , ; 

For your information, I didn’t have yesterday’s New York Times but 
I examined the New York Times real-estate section a week ago, and of 
all the ads the size of this pad of paper and greater the cheapest house 
advertised was $14,990. It went from there to $60,000. The great 
bulk of the ads in about 7 or 8 pages of advertising were clustered 
between $22,000 and $28,000 as the sales price of a home. 

Mr. Coz. Mr. Coogan, being from Kansas I wouldn’t admit that 
New York was relevant. 

Mr. Cooean. I know, but it’s quite important. 

Mr. Corz. Atypical. 

Mr. Coogan. I think the Birmingham, Ala., paper or the Topeka, 
Kans., paper would probably show the same story. I find it generally 
around thecountry. I did find it in California. 

What I’m getting at is: What can we do? I think the simple 
removal of the controls isn’t necessarily going to restimulate that hous- 
ing. It isn’t going to make land cheaper. It isn’t going to make it 
possible for the small mortgage to move more rapidly. What steps 
can we take to make sure to maintain this level you and I both agree 
is necessary to keep a sound economy ¢ 

Mr. Coxx. I think it’s extremely important that we in the Govern- 
ment recognize that our field is the middle-income and low-income 
housing operations. I think the FHA is pretty much of a middle- 
income housing facility. 

Mr. Coogan. Used to be. 

Mr. Cotxz. Well, we have this table for 1954, and I would like to 
put it in the record. 

Senator Sparkman. That will be done. 

(The table referred to follows :) 


Price distribution of private starts and FHA and VA new homes in 1954 
[Percent] 


All private | pia VA 
1-f: new new 
Pinveny f homes ? 


1 
22 
34 
32 
9 
2 
1, 500 
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Mr. Corx. The selling price of less than $7,000, 11 percent in 1954; 
36 percent went for $7,000 to less than $9,900; 23 percent went for 
$10,000 to less than $12,000, which is a very interesting commentary on 
the low-cost houses. A good many low-cost houses are being built in 
the country. 

Mr. Cooean. Isn’t that figure edging up? I have heard that the 
average price went up $1,400 this year over last. 

Mr. Coxe. It’s edging up. 

Mr. Cooean. That is, the average house cost has gone up $1,400 and 
the average family income has gone down $100 between 1954 and 1955, 

Mr. Levrrr. Mr. Chairman, can I get in this? 

Senator SparkMAN. May I ask right there just one question: Do 
you know what the average is at the presnt time? 

Mr. Cotz. Of the FHA # 

Senator SparKMAN. Yes. 

Mr. Cote. The median is about 10. 

Senator SparkMAN. About $10,000? 

Mr. Corte. About $10,000. 

Senator Sparkman. That’s the sale price, not the mortgage? 

Mr. Coz. That’s the sale price. 

Senator Sparkman. Mr. Levitt? 

Mr. Levirr. Mr. Chairman, Id like to get into the argument about 
low-cost housing a little bit. I’m not glad but it rather amuses me 
that since we left Long Island the cheapest house is $15,000. We have 
it much cheaper in Pennsylvania. 

It seems to me that every time we get into these discussions, whether 
they be roundtables of the dignity of this one or some of them that I 
have been in that are not quite so dignified, we do mr a bit of indulg- 
ing in semantics, in economics, in words, politics, but nobody seems to 
really make an honest-to-God study of what’s wrong with this housi 
market. I agree with Mr. Cole and I agree with Mr. Coogan that if 
you remove these restrictions tomorrow morning we're not going to 

now about it, we won’t even feel them now. 

We do have to get lower-cost housing. I’m wondering in view of 
what Mr. Cole said about how anxious he and his office are to get to 
the American public more value and more housing and a higher 
standard of living whether he has gone into some of the real hot 
potatoes of this market and why it’s so high. 

For instance, why I have to do business with this fellow over here 
whom I love very much, Mr. Sweeney, and Mr. Mason, who isn’t here, 
on the identical same house. — 

Why, for instance, does this United States—— 

Mr. Corn. [ll answer that one now. 

Mr. Levrrr. These are all rhetorical for the moment, Mr. Cole. 

Why, for instance, do we have in this great United States Govern- 
ment of ours two very big bureaus engaged in doing exactly the same 
work on identically the same piece of property ? 

I'll stop. You answer it. 

Mr. Core. Very easy. No. 1, Congress will not change it. I think 
that’s No. 1 and 2. 

Mr. Levrrr. I think you're absolutely right, Mr. Cole. I think 
here and now somebody ought to take the position that it’s absolutely 
criminal on the part of the powers that be that the American tax- 
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payer has to pay for two agencies of Government to do exactly the 
same thing. 

Mr. Corg. I think I’m a little facetious. I should expand my state- 
ment, Mr. Levitt, if I may. 

On the first, quite deonletes VA and FHA have been working very 
diligently and cooperatively to do what they can to bring together 
common services, It has not been done to the extent that either the 
FHA, I'll let Mr. Stone speak for VA, but im my judgment not what 
either the FHA or VA would like to see done so far as common 
services. 

The No. 2 answer which I gave you a moment ago is that the vet- 
erans’ organizations feel that they have a very definite responsibility 
to the veterans to maintain veterans’ preference. Now, I’m not going 
to say any more about that because that isn’t my business. But it’s 
my judgment that is the reason behind it, Mr. Levitt. It’s a matter 
that Mr. Stone is much better qualified to answer than I. 

Mr. Levirr. I would like to comment on that. The so-called vet- 
erans’ preference—just for the record I’m a veteran—has been bandied 
about and taken advantage of so much that in my estimation as a 
builder—I’m talking strictly as a builder—the question of the dual 
organization of VA and FHA is costing the American house-buyin 
public somewhere between $500 million and $750 million a year in dua 
processing, in lost. motion, in paperwork, in Government taxes, in the 
loss of income to Government which it could get as it does get in FHA 
on insurance. 

I think we have fostered it far unduly. It was all right as war 
hysteria, immediately following the war, for the so-called second-class 
citizen—in other words, the fellow not a veteran. I think the time 
has come to forget about it. The veteran is getting enough benefits. 
The Korean boy, and so on, is getting GI benefits and so forth and 
soon. I don’t see why his mortgage has to get processed by a different 
agency from that of any other individual who buys a house in the 
United States. It’s wrong and it’s costing money. 

You’re asking for one place where economies can be effected. If we 
had time hare, I could take you down step by step in what in dollars 
and cents the duplication oe agencies means in, for instance, our job 
where we sell a house for $10,000. We have figured it out, and we 
estimate that if we had 1 agency to do business with and only 1 agency 
we could save as much as possibly $300 on the house in direct and in 
hidden charges. 

I say there’s one place to begin looking for economies. I say the 
other place to look for economy is again in the question of mortgage 
money. We’re talking now of 414-percent mortgages. I raised this 
point just before we adjourned for lunch that this rate is ey an 
artificial rate. It’sa number. It doesn’t mean anything. In a $10,000 
house that we have now we have a $300 cost in there which is the cost 
of buying that commodity known as money. 

I say that if we had a supply of that commodity the same as we have 


a supply of lumber or steel—and I know I’m treading on your ground, 
Mr. Keyserling—but if we had a supply of it, it would have a decent 
price to it. We would not charge that much. 

We have figured out that in our own little job, between the question 
of duplication of processing and the question of money, we would be 
able to save approximately $600 on a $10,000 house. 
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Mr. Corz. I must in all fairness, Mr. Chairman, not put this entire 
burden on the Congress. We have not made this recommendation, 
either, from the executive branch. 

Senator SparKMAN. Do you contemplate making it? 

Mr. Corz. No. 

Mr. Lxyirr. I would like to put one little thing into the record. 
In addition to the fact that I have been recommending this for the last 
5 years now, let me just put this little simple set of figures into the 
record, which of course Mr. Cole knows. I don’t think too many of the 
rest of these gentlemen here know. 

When we file an application for a house, we pay to the FHA $45. 
If that house remains an FHA house—in other words, if a mortgage 
goes on it that the FHA insures—the FHA returns $25 to us. If that 

ouse does not remain FHA but is purchased by a GI and he gets a 
mortgage on it that is insured by the Government—guaranteed by the 
Government, not insured—we don’t a refund. 

I think that in this day and age this is a very sad state of affairs. 
We would not operate like that with any private organization. We'd 
throw them out the window saying they didn’t know how to operate 
a business. 

But, unfortunately, in order to stay in business, we must operate that 
way with the Federal Government. 

In other words, let’s put it this way: That when a veteran buys a 
house from us, that house costs $25 more than if a nonveteran buys it— 
the same identical house. It doesn’t have any more chewing gum in it 
than any other. 

I think that ought to go in the record, It’s interesting. 

Senator SparkMan. Mr. Sweeney, do you care to comment on that 
at this point ? 

Mr. Sweeney. Well, referring to Mr. Levitt, it reminds me of a 
story of 3 men who went to a hotel and each paid $10 for a room. 
And as they were leaving the clerk thought they were very gracious 
individuals and he called a porter over and he said, “Here’s $5 refund 
to these fellows that just left here.” 

So the porter as he was going out with the $5 said, “Why refund 
the five? I'll take two.” 

Anyway, he refunded $1 to each of the individuals. So the question 
is: What did it cost the guests there? Well, 3 times 9 is 27, and the $2 
the porter kept makes $29. Question: Where is the other dollar? 

Now, this question here about consolidating the agencies, it’s true 
that’s a matter for the Congress to consider. However, I think that’s 
been before the Congress perennially over the last 8 or 9 years. I think 
it has been studied well from all angles. 

However, any reference to any $500 million or $750 million a year 
insofar as VA is concerned, I would like to report that the administra- 
tive expenses in the 11-year history of this program—I’m now talking 
about direct appropriations for inistrative ex ve been 
about $120 million. Now, we'll add 20 or 25 percent to that for all the 
overhead for VA, and I think we’d come up with $150 million for an 
11-year operation. } 

oo mittedly we did spend about $368 million for the 4 percent 
gratuity payment, but that has been deleted now by various appro- 
priations acts. 
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As far as the other expenses that the builder goes to in connection 
with dual filing, what Mr. Levitt says about the $45 in refund is true, 
but I’d like to call to your attention that there are many builders that 
do not go through the dual processing. In our cumulative experience 
to-date, only 25 percent of the units upon which we have appraised 
and ultimately made a guaranteed loan represents the dual filing in 
the category that Mr. Levitt has talked about. 

There are many builders that file direct with the VA who do not 
have any dual filing. 

Mr. Levrrr. I don’t want Mr. Sweeney to think when I said $500 
million that that was saving on his overhead, because if that was so 
I wouldn’t be here; I’d be out stumping. No, I mean on the general 
saving due to lack of duplication. 

For instance, where FHA will say, “You may use half-inch plaster,” 
and VA will say, “No you can’t use half-inch plaster.” A builder 
not only goes crazy on it but it represents direct out-of-pocket cost in 
trying to reconcile the differences and time and talent and everything 
he has to agree with both your organization and FHA, One of you 
must be wrong. You can’t both be right. So kick out the one that’s 
wrong and let’s take the one that’s right. But there should be one 
agency. It’s absolutely wrong. I object to it as a citizen, as a tax- 
payer, and as a builder, being subjected to both these agencies. 

Becatiee, by a process of extension of the thought, you might have a 
third agency to check on the first two, and so one and so forth. 

Sure, it’s been brought up in Congress. But I don’t know whether 
you said it, Mr, Coogan, or whether Mr. Cole said it—that it’s been 
given thought. It wasn’t given any thought at all. What happened 
is it had one of the most ardent—and I use the word advisedly— 
lobbies in the world, consisting of the American Legion and the 
VFW, of which I’m a fabttthershoth opposing it. 

It’s wrong, all wrong, and I think somebody should have the 
courage of his convictions now to come out and say it’s wrong. It’s 
contrary to all American business practices. If you’re looking for 
places to begin to save and how to reduce the costs of construction, 
this is place No. 1, so that at least we have one organization to do 
business with and we know where we stand. 

I'll tell you something which will be of interest to you and which 
you cannot say for the record but that Ican. That is that one builder 
will say he doesn’t want to get rid of these two because, says he, “In 
my locality VA is much easier to get along with. We can get better 
appraisals out of them. FHA is too tough. We'll play one against 
the other.” And, vice versa, of course, there are other localities where 
FHA is easier than VA. . 

This is not the kind of state of affairs that we ought to be into. I 
think it ought to be avoided. I think it ought to be aired and come 
out and be cleaned up once and for all. It’s a dirty situation. 

Mr. Coogan. Mr. Chairman, lest anyone think that that’s the unan- 
imous opinion, I want to say it’s not—what Mr. Levitt is expressing. 
Senator SparKMAN. Does anyone else want to comment on that? 

I wanted to ask this question with reference to inflation. By the 
way, I notice, Mr. Cole, you’re written up in the Wall Street, Journal 
too. You promised that housing credit controls—I don’t ‘know 


whether those were your words or not; they’re not in quotation 
marks—would be eased— 
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the moment the Government is persuaded the danger of inflation has receded. 
He added, “I am confident we will continue to build new homes at a rate of a 
million two hundred thousand a year or a little higher.” 

How are you going to tell when the danger of inflation is past? 

Mr. Coxe. Well, it’s a very nice thing that I’m not the one that will 
have to tell that. Mr. Chairman, I’m not an economist nor a statisti- 
cian. I would not know. However, I have the opportunity to consult 
with those people in the executive branch who know much more about 
this than I. 

I have certain methods, which Mr. Levitt and I use, as a high-school 
economist. He said he was a high-school economist. I am the same 
thing. I can look at certain statistics and know when the supply is 
getting short. I have many other tools at my command which will 
give me the advantage of knowing as soon as possible when this con- 
dition arises. 

However, may I say very frankly to you it will not be my judgment 
with respect to an inflationary or depressed condition. It will be, in 
my opinion, the combined judgment of those people in the executive 
branch, and I’m sure we’d discuss it with the legislative branch, but 
particularly those in the executive branch who are sonatently sudgang 
and examining market situations and the economy of the Nation. 


When I am advised by those people charged with this responsibility 
in the executive branch, and if I am so advised without contradic- 
tion—if they’re all in agreement on it—then we decide that we do what 
we can as our share of that responsibility to prevent either inflationary 
ee or a depression situation. 


would be misleading you—and I know I couldn’t do that, Mr. 
Chairman—if I attempted to say I know or would not know when 
this thing will occur, because I don’t. 

Senator Sparkman. I a preciste the difficulty that Mr. Martin 
pointed out this morning of nowing just what is the proper time. 

Mr. Core. Yes. I think the Federal Reserve and the Council of 
Economic Advisers and the Treasury, all of the top economists in the 
country, including Mr. Keyserling, have some difficulty in this field. 

Senator SparkMAN. By the way, this has been a thing that has 
caused me some concern—the fact that we slow down now the number 
of starts and we do that over a period of months. That means that 
8, 9, 10 months from now, a year from now, we have slowed down the 
number of completions. If we have a market for the number that 
you seem to approve, a million two, or higher-—— 

Mr. Corz. I would say a little higher. 

Senator Sparkman. Yes. And we slow down appreciably below 
that—I don’t know that we’re going to slow down below that, but if 
we should—then wouldn't the inevitable result be to push the price 
up of those houses that are for sale because of the scarcity ? 

Mr. Coxz. I think so, if that occurred. 

’ Sens SpaRKMAN. And would that not be inflationary within 
1t 

Mr. Corz. I don’t know whether it’s inflationary or not, but I 
assume it would be. If you poshed the prices up beyond that which 
they should bring in a normal market, yes. 

Certainly, Mr. Chairman, if the administration and the Housing 
Agency would feel that the number of housing starts would decline 
below that which we think there is a sound demand for, again I say 
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to you I don’t promise, but I say to you that I will do what I can do 
to see to it that it’s maintained at a very high level. 

Senator SparKMAN. I may say cone I was surprised to hear 
brought up this morning this idea of a shortage in materials and a 
shortage in labor. I was not aware that there were such shortages. 

Mr. Coz. Materials are selective. We have nothing on labor. We 
do have some selective materials. 

Senator SparkKMAN. Someone mentioned labor this morning. Per- 
haps it was nothing more than a threat. I’m not sure. But it was 
one of the pressures. 

Mr. Martin. This chart is pretty clear on that. 

Senator SparkMaNn. This was one of the charts that you put in the 
record this morning ? 

Mr. Martin. Yes. 

Mr. Youna. The one on prices. 

Senator Sparkman. Oh, yes; wholesale prices. 

I think one thing that bothers me—and I think this is the thin 
that bothers a lot of people with reference to this housing market ma 
with reference to these controls or regulations or whatever you want 
to call them—I don’t think it matters—and it’s come out here quite 
frequently—has been the absence of controls on nonessentials such as 
automobiles, TV’s, and many other things that might be made. 

I may be entirely wrong, but the way I look at it is this: That 
decent shelter is a necessity of life—— 

Mr. Cote. Right. 

Senator SparKMAN, One of the essentials just like food and clothing 
and medicine. I don’t believe we would lightly curb the purchase of 
those essentials while permitting nonessentials to run loose. 

Mr. Corx. I think it’s a fair 

Senator Sparkman. So I think the picture the public gets—I’m 
speaking of this purely from the standpoint of the lay observer—is 
the fact that one of the things that people are entitled to be able to 
obtain is being curbed while other things that are not necessities at 
all are allowed to run wide open. 

Mr. Corr. I think it’s a fair question, Mr. Chairman. I know it’s 
a question that is in the mind of many people. Mr. Keyserling raised 
it too. 

I have a responsibility which I perform. My responsibility is 
housing. I have the opportunity—— 

Senator SparkMAN. May I say that what I said was not directed 
at you. 

Mr. Cote. No, no; I understand. 

Senator SparKMAN. But the whole setup. 

Mr. Coz. I understand. It is my understanding that others in the 
executive branch of the Government did do and have done what they 
can do under present law to dampen the inflationary atmosphere a bit. 
Do you understand what I’m saying? The Bateeal Saeees did. The 
Home Loan Bank Board did. Federal Reserve did not act in 
the field of housing. The others have been called in to discuss this 
matter. This matter has been discussed with them, the question on the 
credit which they are now advancing, and within the framework of 
the law the executive branch, in my judgment, moved in every field. 

It is true the housing field stuck out like a sore thumb, may I say, 
because it was so easy to see. 
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Senator SparkMAN. May I say right there: It was easy, too, to 
see the contrast of the press and the economic reports both in and out 
of the Government playing up the fact that today the seven millionth 
automobile rolled off the assembly line. We’re going to make more 
than 8 million during this year; I believe that’s right. I think it was 
the seven millionth. 

Mr. Cox. First, if I might, the reason I used “change in the regu- 
lations,” if we move the other way, it wouldn’t be a control; it would 
be a change in the regulations. Do you understand? 

Senator Sparkman. As I said, I don’t care which one you use. It 
all means the same. 

Mr. Coir. As Administrator, if I felt that the very small change 
which we had promulgated—if we felt that that would in any way 
cause any decrease in the number of housing starts that the people of 
this country can and should consume, we certainly would not have 
done it. And certainly, if we feel that is the case, it will be changed. 

Mr. Turner. I just wanted to make clear one point. We have been 
talking here about controls clamped on housing. Actually what has 
happened in the last 6 months is that the Federal Government’s 
stimulus to housing has been relaxed slightly. We're stimulating just 
a little bit less than we were. But the whole VA-FHA program is 
a program for stimulating the level of housing construction above 
that which would prevail in the absence of a Government subsidy, 
which in fact it is. It’s not a control. It’s simply a slight relaxation 
of the stimulus. 

Senator Sparkman. A change in the regulation? 

Mr. Turner. Yes. 

Senator Sparkman. Mr. Wellman. 

Mr. Wetiman. Mr. Chairman, I’d like to comment on this matter 
of this changed regulation. Actually, in my opinion, the change in 
term, the change in downpayment requirements was almost the be- 
lated administrative recognition of a fact which the market had 
already taken into consideration. 

In other words, the discounts which were prevailing on GI and FHA 
loans were already recognizing the difference between a 30-year and a 
25-year loan and recognizing the differences in downpayments. 

The basic problem here is not a slight wiggle in downpayment or a 
— in terms. The basic problem is a credit problem. That is 
your key problem. It’s a key problem in housing use housing is 
a peculiar kind of a credit. 

Unlike consumer credit, housing credit is extremely sensitive to 
changes in the long-term interest rate pattern and consumer credit is 
not. That is why we end up with a situation which we've gone 
through almost every 2 years of a slight tightening in money which 
has a belated but inordinately strong effect on housing credit. It 
has that kind of an effect because housing credit is long-term credit, 
and if you change the interest rate slightly on any long-term obligation 
you get a fairly sharp change in the price. 

That I think is our real problem, and I don’t think housing is being 
selected or picked on particularly. It actually is being selected by 
virtue of the nature of the type of credit it is. 

So when the Federal Reserve begins to tighten credit it has a much 
stronger impact on housing than it does on consumer credit, and that’s 
why this problem arises and recurringly so. 
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As to the problem of what you do about it. It’s true housing credit 
is basically the result of the volume of savings. But it is also true 
that bank credit policies play a big role in that. Because of the 
different characters of these major sources of credit, you get a system 
of priority, The system of priority that is in existence today is that 
you’re getting more money going to consumer credit than you're get- 
ting going to mortgage credit, because mortgage credit is more sensitive 
to changes in the long-term interest rate than is consumer credit. You 
will always have that problem, and that’s why in my own mind I 
have a great deal of doubt as to the efficacy of general credit controls 
in an economy which is basically a high-consumption type of economy. 
The real answer to our problem is to give to the Federal Reserve 
Board some power over consumer credit, because general credit con- 
trols simply don’t touch them, and while they’re trying to touch them 
they subject mortgage credit to considerable pressure. 

I might comment on this matter of these term controls. I frankly 
don’t think they mean anything. They haven’t meant anything so 
far. Actually if you wanted to control the volume of housing at the 
end of 1954 when the Federal Reserve was beginning to shift its policy 
from active ease to just plain ease through the first quarter of 1955, if 
you really wanted to control housing credit the time to put the con- 
trols on was then. Now it doesn’t mean anything, and it won’t mean 
anything until next year. Whether it means anything next year or 
not depends on what the credit picture is, whether we're on a tight 
money market basis with pressure on long-term interest rates or not. 

If the rediscount rate procedure and the sale of bills are going to 
be continued through next year, the secondary mortgage market will 
discount even more severely and more sharply in the first half of 1956 
than it is doing right today. 

Senator SvarkMAN. Mr. Coogan. 

Mr. Coogan. Mr. Chairman, I’d like to answer that a little if I can. 
I do think the terms are important. I think backing up my statement 
that the sale of homes has been increasingly difficult has been the 
trend from conventional and other types of financing into the 
VA-FHA field, where it’s taking about 50 percent of the total housin 
production, and in that segment of VA-FHA has been a strong trend 
to VA where the builders have increasingly reached for the type of 
financing that gave them the most liberal terms—that is, the longest 
term and the lowest downpayment—as an aid to sales. 

That has been going on steadily. I think the terms have been the 
real reason for our remarkable housing production the last few years. 
I think the withdrawal of terms is probably one of the most effective 
ones. 

I do agree with Mr. Wellman that it should have been applied when 
the Federal Reserve changed their policy away from active ease. 

But one of the things I am dletarbed about now, Mr. Cole, is the 
fact, that when you do change your regulations, as you say, I know 
you’re aware of the tremendous lag. This is the time of the year when 
next year’s housing is on the drawing boards, in the planning stage, 
when the land is being acquired, the loans, sample commitments being 
gotten from FHA and VA, and attempts are being made-to secure 
long-term commitments for this housing. 
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If it’s eased, as I think Mr. Levitt brought out, in February or 
March or April, it won’t have a bit of an effect on 1956 housing because 
it’s gone by the stage where it can be effective. 

So, things that you want to happen, the change in regulations must 
take place around 6 months ahead of the time that you want the new 
regulation to bear fruit. 

I’m afraid that the slackening demand for housing, the increased 
price, the cumulative effect of all the curbs that have been placed are 
going to find their impact all at one time next spring when it’s going to 
be rather late to do anything for the 1956 housing. 

Mr. CrarKe. Could I ask Mr. Wellman a question, Mr. Chairman? 

Senator SparKMAN. Mr. Clarke. 

Mr. Crarke. Mr. Wellman raised the point that the mortgage mar- 
ket was very peculiarly sensitive to changes in interest rate. Is that 
now sensitive because of discount? Let’s assume for the purpose of 
illustration that we had a free rate of interest. Do you think it would 
have the same effect as it does with the violent changes which go on 
in discount? In other words, if this were a free market in VA and 
FHA as to interest rate as it is in the conventional loan, would it 
have the same impact ? 

Mr. Wetiman. No; I agree with you. The free interest device, of 
course, is always a way of allocating resources. When you have a 
fixed-interest rate, the effect of that fixed-interest rate is to make it 
extremely sensitive. That’s true of any kind of an obligation, I 
don’t care whether it’s a mortgage or anything else. If you have a 
long-term obligation, whatever the rate of that obligation is, if that 
obligation is in existence it’s going to react to changes in long-term 
interest rates. 

I think it was Dr. Fisher’s point that the existence of a national 
secondary market is in large part a factor in the discount, because if 
you weren’t out selling mortgages back and forth from different parts 
of the country you wouldn’t have the discounts on the scale you do. 
But, on the other hand, neither would you have the building in 
California that we do. 

Senator Sparkman. All right, Dr. Fisher. 

Dr. Fisuer. I wanted simply to supplement my previous questions 
about the discount by indicating that the discount seems to me to be a 
factor that is attributable to the fixed-interest rate plus the market- 
ability of the security once it’s floated. The fixed-interest rate causes 
a discount on the new instrument, and then it causes the instrument 
to fluctuate in the market so as to equalize the yield as the interest rate 
changes. 

are Aielanan, one of my favorite mottoes was given to me by a 
friend of mine who is a banker, and it hangs in my office and I consult 
it frequently. It reads, “My mind is made up. Don’t confuse me 
with facts.” 

I’d like to get some facts here before me because I’m very much 
confused. 

I understand that 36 percent of the FHA mo last year were 
made on properties that were priced or valued at less than $10,000. 

Mr. Corz. Sold. 

Dr. Fisuer. Sold? Selling price? 

Mr. Couz. Sold. 
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Dr. Fisuer. For less than $10,000. Id like to know what the sig- 
nificance of these recent amendments to the regulations is in connection 
with those mortgages that were written on those properties that were 
sold for less than $10,000. Specifically, what would it mean to a man 
who wanted to buy a house and pay less than $10,000 for it that he 
had to make a 2-percent extra downpayment and he paid for it in 25 
years instead of 302 What would be the difference in his down- 
payment and his monthly carrying charges? 

Mr. Cotx. On the $10,000 house ? 

Dr. Fisner. Yes. . 

Mr. Levirr. I'll answer that if I may, Mr. Chairman. | 

Mr. Corz. We'd have to do a little figuring on it, but it can be done. 
It would be $200 in the downpayment. 

Dr. Fisuer. $200 in the downpayment. As I figure it, it would 
be less than $5—$3.61 a month—in the carrying charges. 

Mr. McAuuisrsr. Five dollars a month. 

Mr. Stone. It’s 49 cents a 

Dr. Fisner. Mr. Levitt said 30 percent of his purchasers would be 
eliminated from the market next summer by these requirements. 
Would $200 down and $3.61 a month eliminate them, if people were 
looking forward to it from now till next summer? Would that have 
any great significance in the market? I just want it as a matter of 
fact. -These facts seem to me to be significant, if they are facts. 

Mr. Levirr. Dr. Fisher, these are facts. Once in a while even I 
indulge in them. In the last 500 applications that we took, 146 of 
those people, or 29.2 percent, either (a) did not have the extra 2 
percent in cash or (b) did not have sufficient income to meet the 
increased carrying charges caused by the lower maturity term. 

Dr. Fisuer. $3.61 a month? 

Mr. Levirr. That’s right, sir, either one or the other. Twenty-nine 
percent ay those people could not have purchased houses and been 
approved. 

e’re dealing with a comparatively low-cost market, a house that 
sells anywhere from $10,000 to $11,000 or $11,500 in an industrial 
region. I think we have a pretty good cross-section of the people 
that buy those houses in America. 

Senator Sparkman. Of course, this is true, isn’t it: That it does 
not necessarily depend upon the effort of the applicant because the 
FHA requires a definite income in order to be able to sustain a certain 
monthly payment ? 

Mr. . That’s right. The yardsticks are drawn by both FHA, 
VA, and the lending institution. In most cases they all agree. And 
on this yardstick thete people would not have been able to measure 
up. Ithink that’s the answer. 

Mr. Morgan. Mr. Chairman, it seems to me that we can very easily 
and readily overestimate the effect of the change in the regulations 
by FHA and VA. To me there were 4 major moves e by the 
Government in the last 6 or 7 months, and this particular change has 
the shigitet ellect of all. In my humble opinion it is very slight. 

To me, the elimination of the closing costs by the VA was a much 
more mneeetant move earlier in the year. Clearly, the effect that the 
Federal Reserve’s attitude had on warehousing has been much “more 
important than this. And clearly also the action of the Home Loan 

70168—55——6 
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Bank Board itself in connection with its advances to its members 
was more important. 

This matter of the FHA change and VA change of 2 percent and 
from 30 years down to 25 I can’t believe is going to materially affect 
the market. 

In the first place, from the statement that Mr. Levitt gets from his 
borrowers, there is no indication of how much money father or 
mother had or how much money sister has. . Inevitably in the grant- 
ing of loans of this type I find that the family money comes from 
undisclosed sources. 

So much for the downpayment. 

Clearly, the matter of the extra $4 and some cents per month in 
carrying charges is in some States less than the cigarette tax alone. 

Mr. Levrrr. Mr. Chairman, I would like to answer my friend, Mr. 
Morgan, over here. In the borrowing from mama and papa, FHA has 
a regulation. That regulation says that the homeowner may not 
borrow from mama or papa or else he is not eligible for a loan. So 
mama’s and papa’s money is no good. Point No.2: When VA insisted 
the closing cost be paid in cash, while it is true that we lost some cus- 
tomers who didn’t have that closing cost in cash, we had other cus- 
tomers whose income was a little bit lower, and since the mortgage is 
reduced by the extent of those closing costs, the carrying charges were 
a few dollars less per month. Now, oetaren. we have a double-edged 
thing, slightly more cash but not so slight on the increase in carrying 
charges, because of the 25-year term. I appreciate that to us pluto- 
crats here 4 or 5 dollars a month may not be an awful lot, but when 
you get down to my neck of the woods this 4 or 5 dollars a month is 


a very, very important item. I have to disa most vehemently with 
7 y 1my — 7 
e th 


Mr. Morgan, and ask him if he can reconci e 29 percent. He will 
leave me in a much happier frame of mind, but I don’t know where they 
are going to come from. 

Mr. Wetiman. I would like to point out one thing which we might 
be overlooking. Let us not belittle this 3 or 4 dollars, because that 
isn’t the point. The point is that if a man has to make, say, $5 a month 
more in monthly payments, if the lender is requiring that not more 
than 20 percent of his income be spent on housing, it is 4 times 5 or 
$20 a month difference in income levels, and that is the effect in terms 
of broadening or narrowing your market. It isn’t a matter of a fellow 
not being able to dig up 3 or 4 bucks a month extra. It is the fact that 
the lender that is qualifying that particular borrower says if his 
monthly payments are $5 a month more, and he wants him to spend 
only 20 percent of his monthly income on housing, that fellow has 
got to make $25 a month more in order to qualify on a 25-year term, 
as against qualifying on a 30-year term. i merely mention that be- 
cause we might be taking the position that we are just talking about 
nickels and dimes here, and in terms of monthly income levels, and 

articularly in a broad market, It is not a question of a fellow making 

000 a year or making $7,000 a year. It is these gradations’ that 
run through the whole income structure in the mass market. It is 
those scameihatin which make a shortening of term a partiéularly 
potent method for effecting or decreasing the volume of effective de- 
mand for housing. 

Senator Sparkman. Dr. Fisher. 
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Dr. Fisuer. Mr. Chairman, it seems to me that we have put one set 
of facts before us that are important, and that is that the change in 
the regulation requires the payment down of $200 more, which I guess 
is less than the downpayment on a new automobile of most makes, and 
$3.61 a month. I would like to get to another set of facts before us, 
which I think are also important. 

There are two ways of looking at these credit provisions. One is to 
get the downpayment and the monthly charge both down to the point 
where we reach lower income groups. If we can reduce the downpay- 
ment by $200, we can reach a lower income group. Presumably, if we 
can get the onthey payment down $4.61, we will apparently meet a 
new group. Whether or not that purpose is accomplished depends 
entirely, it seems to me, upon the price at which houses are sold. This 
reduction of $200 in the downpayment, the reduction of so many 
dollars in the monthly payment, can be achieved by extending the 
term of the mortgage or reducing the interest rate and can get the 
purchasing of homes down into lower income groups only if the price 
of the house doesn’t change. If the price of the house changes, then 
we may not get down into any lower income group. 

I don’t know whether these are facts or not, because I made these 
calculations on the train last night, and they may not be right. Before 
the change in these regulations, the $10,000 mortgagee was paying 
about $51.16 a month debt service. In 20 years that debt service will 
buy $7,980. In 30 years it will buy $9,996, or $10,000. So the man 
who is paying $51.16 a month before changes in the regulation could 
borrow $10,000 and buy his house. Since the change to 25 years, he 
can only borrow $9,101. So that it may be that we will reach the same 
income group and they will pay less for the houses. I wanted to ask 
Mr. Cole whether he has any information on what has been happening 
to the prices of existing houses and to new houses within the past 6 
months to a year. 

Mr. Coie. We haven’t, anything on existing houses. There are no 
statisties on existing housing. I think we do here on the selling price 
by the year. The first quarter of 1954 and 1955, we have single family, 
nonfarm houses. Would that. be helpful’ 

Dr. Fisner. That would be an indication of prices on new con- 
struction. 

Mr. Corz. Yes. We have 1955, just the first quarter. On the house 
selling for less than $7,000, 7.4 percent of houses, all of the houses sold ; 
$7,000 to less than $10,000, 11.1 percent of the houses were sold ; $10,000 
to less than $12,000, 16,5 percent, of the houses. As compared to a 

ear ago, the less than $7,000 house, there were 11.5; this year, 7.4. 
his year, $7,000 to less than $10,000, 11.1, and last year 15.6; $10,000 
to less than $12,000, 16.5 this year and last year 20,58. 

Dr, Fisner. That is a shift up in price. 

Mr. Corxz. A shift up. 

Senator Sparkman, I wonder if Mr. Sweeney has prices. 

Mr, Sweeney. Mr. Chairman, I can give you some figures here. 
In January 1954, in the VA program, the average price of new houses 
was $11,895 ; for existing, $10,822. July 1954, new, $11,905; existing, 
$10,919. January 1955, $12,165 for new; old, $11,138. July 1955, 
new, $12,494; old, $11,348. September 1955, new, $12,561; ° exist- 

ing, $11,571. 
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To repeat, January 1954, new was $11,895; September 1955, $12,561. 
Existing, January 1954, $10,822 ; September, $11,571. 

Now, loanwise on new currently the loans are running about $11,905, 
on old $10,169. 

Senator SparkmMaN. The increase has been just about the same 
then—the rate of increase. 

Mr. Sweeney. Yes, sir. 

Mr. Cote. We might put this in the record. 

Senator SparKMAN. We will place this table in the record. 

(The table referred to follows :) 


Selling price distribution of single family nonfarm homes started during the 
lst quarters of 1954 and 1955 


[Percent] 





Percent of all single- 
family units 
Selling price 


NotTe.—Units not reporting have been distributed according to those reporting. 


Source: U. 8. Department of Labor. 


Dr. Fisurr. I should like, if I may, to ask one more question of 
Mr. Cole. In what we commonly refer to as a seller’s market, such 
as I suspect we have been in since the end of World War II, what 
Sek is there between the cost of housing facilities, either old 
or new, and mortgage terms, if any, in your judgment? What facts 
do you have that you could supply us with respect to that relationship ? 

Mr. Corr. I haven’t an answer to that. We will be glad to see 
va we can develop for the record. I have no answer to that, Dr. 

isher. 

Dr. Fisuer. I wish we could give some attention to that, Mr. Chair- 
man. To me it is a very crucial question, and I don’t have an answer 
either. I am asking for guidance and information. It seems to me 
that there must be a different relationship between the liberalization 
of mortgage terms in a period of a buyer’s market and in a period of 
a seller’s market; that we should distinguish between the effects of 
liberalization of mortgage terms and tightening of mo terms" 
in a seller’s market and in a buyer’s market. I think this is very 
important, because our recent experience over the last 15 years is in 
a seller’s market, and we might go into a buyer’s market someday. 
I would like to know what would be the effect and what would be these 
relationships if we did go at any time or in any areas from a seller’s 
into a buyer’s market. 

Senator Sparkman. If your agency can develop something on that 
or if any of you can develop something on that, we would be very glad 
to have it in the record. 
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By the way, Mr. Martin is going to have to leave in a little bit. 
I understand you want to get away about a quarter to 4. Is that 
right ? 

“Mr. Martin. Yes. 

Senator SparKMAN. There is one question I would like to pose, if 
I can, and this is suggested by Mr. Wellman’s discussion a while ago, 
backed up by Mr. Coogan and others, to the effect that the mortgage 
market on homes is more sensitive perhaps to the 2144 percent redis- 
count rate than the short-term credit for consumer goods, installment 
buying. If that is true, and if it is true that when that rediscount 
rate was set up housing starts were already off—and I believe the 
statistics show that to be true—then why was it necesary to put in 
or increase the rediscount rate? In other words, it seems to me that 
we should have been on notice that it would be the housing segment 
that would be most affected, and it had already been affected by some- 
thing, because the number of starts were down. 

Mr. Martin. Well, I discussed this morning the extent to which 
I think the housing market was affected. I don’t think it was that 
the reduction in starts of housing can be directly attributed to money 
and credit policy. I was very much impressed with what Mr. Well- 
man had said. I don’t know as I agree with what he said entirely, 
because I think it is a very, very difficult measurement. In the short- 
and long-term ared, the yield curve has gotten very indistinct, as you 
well know, but I think there is more than a modicum of truth in what 
you say. It seems to me what we are dealing with here is a matter of 
timing and imbalances in degrees. I don’t know any other way of 
stating it than that. We are talking about the pool of credit and the 
impact at given times. Senator Sparkman mentioned the timing prob- 
lem this morning, and Mr. Turner pointed out the stimulating effect 
and the relaxation of stimulation in the real-estate market. 

Our problem on the selective-credit controls, which is a part of this, 
you see, and cuts across all of it, has to do with the particular times at 
which you can be most useful in achieving goals, assuming that you 
want to achieve those goals, of eliminating imbalances. I have testi- 
fied that if I could have regulation W and regulation X as a permanent 
pert of the Federal Reserve Act administered by the Federal Reserve, 

think there would be all sorts of pressures on the Federal Reserve 
from other Government departments and from the public. It seems 
to me that they would not be alternatives to general controls, but 
they would be important supplements at special times. However, hav- 
ing been through it once, I would never want them again as a standby 
operation, as a defense-production operation, because the adminis- 
trative difficulty is terrific. 

Now, the problem you have in administration is that applies to 
more than. just consumer credit and real-estate credit. It applies to 
inventories at a given time. I fear an inventory recession because 
of what I went through in 1953-54. That was my first experience in 
the Federal Reserve. You also have the problem of plant and equip- 
ment expenditure. We faced that in the post-Korean period, with 
a voluntary credit control operation. But at. given times, if every- 
body decides they want plant and equipment expenditure- ted 
that it is the great multiplier of jobs—wouldn’t it be a wise thing to 
hold it back a little bit? All of those forces—I am not asking for any 
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power at all. I am just talking obout it—play on this matter of yield 
curve. 

I think the only answer I can give you, Senator, to that problem is 
that, as President Wilson stated so well when we founded the Federal 
Reserve Act, if we had a clean sheet. of paper to write on, we would 
start at different points im these things. We make a certain number 
of errors in our operation. Much as we would like to have a formula 
or an algebraic equation that would simplify our problem, we cannot 
find one because of this timing, and we do have to take the situation 
as itis. When we make these mistakes, as we do from time to time— 
and I am the first one to recognize them—we have to roll with those 
mistakes and adjust from them as rapidly as we can. 

We have an economy in which there are advantages and disadvan- 
tages at given points in doing different things. If we had a com- 
pletely controlled economy, then you would have a different opera- 
tion, but this matter of rolling with the adjustments, you see, is the 
imponderable that I.tried to point out this morning in terms of 
psychology, about which we are all in agreement around the table. 
Our moves may have a psychological effect that we didn’t intend, We 
weigh the possibilities very carefully in the Board of Governors before 
we take a step. I can assure you that the Board has been functioning, 
and the presidents of the Reserve banks, about as effectively as you 
could expect any organization like the System to administer its prob- 
lems. But there are differences of opinion. We have to weigh them, 
consider alternatives, and decide what is the best decision to make at 
a given time. We have been making decisions, recognizing that they 
have certain implications in them which may give rise to fresh prob- 
lems, however unwarranted. 

Take recent occurrences, for example, just to illustrate. After the 
President’s illness, you had a new factor thrown into the economy, 
which was evaluated differently by a variety of people all over the 
country. We had to go through a waiti riod to determine in 
which direction we wanted to move in the light of the added factor. 
Whether we have done wisely or not, only the future will tell. But 
if we have done unwisely we ought to maintain as much flexibility 
as we can and readjust promptly. 

The problem of impact—and I think, as I reiterate, that there is 
more than a modicum of truth in your point on the sensitivity at this 
particular time perhaps. Nevertheless, you have to weigh that against 
other factors, and you also have to weigh the fact that you haven’t 
got specific authority at any time to handle all possible situations 
directly. If you want special authority, you have to come up to 
Congress and’ ask for it. If you think that at that particular time 
it is required, then there is the problem of getting it. But with the 
tools that we have, I think we were very well aware of the point that 
you made _ and we are also aware of the implications of that point, 
and yet on balance—I can’t speak for the Board—our policy is a matter 
of action, not of discussion. All we can do at this juncture is watch 
and study the situation and try to get the best. answer ible. 

Senator Sparkman. Let me ask one more question, please, even at 
the risk of being too persistent. I want to say I am not critical. I 
am being inquisitive. You said a minute ago that the Federal Reserve 
and the various banks had done the best they could. Reference 
has been made here 2 or 3 times about the effect of the discouragement 
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of the practice of warehousing by the Federal reserve. I am not 
talking about the Board, but I believe it was the New York Federal 
Reserve Bank. 

Mr. Martin. That is right. 

Senator Sparkman. Mr. Sproul did write that letter or did confer 
with the banks and caution them against this practice of warehousing. 
Has anybody written a letter or cautioned banks about credit for 
this what I regard most unusual purchase of new automobiles and all 
these other things? I realize that you don’t have the controls, but 
you certainly have the power of discouragement as was used in the 
warehousing proposition. Has that, power been used? I bring that 
out again because,.as I say, I think the impact on housing on the 
one hand and central need of the people, and the total lack of impact 
on the purehase of these various things that are bought on installments 
with practically nothing down, is glaring. 

Mr. Martin. I am not certain that it is, Senator. I want to just 
point out 

Senator SparKman. The people out over the country think so. It 
seems to them to be. 

Mr. Martin. That may be, but that does not necessarily mean that 
it is so. There may have been more impact on consumer credit than 
we realize, because there again in all of ee things accurate measure- 
ment and accurate interpretation of what has happened is a very dif- 
ficult thing to achieve. Let me just make a couple of more comments 
on the warehousing situation. I sat in a roundtable discussion we 
had similar to this with consumer-credit people in the summer. You 
cited an editorial about this hearing. The circumstances that led to 


those various things are the things that you cannot precisely fore- 
cast. I regret very much the interpretation that was placed on Mr. 
Sproul’s statement on ie warehousing. I think probably 


Mr. Sproul does. I can’ts or Mr. Sproul. He isn’t here. Never- 
theless, he was trying to carry out his duty as he saw it. 

I don’t keep tabs on all of the presidents of the banks. We have 
a regional system, and our Reserve bank presidents are discussing these 
problems as they see them. I know that some of the presidents of 
the Reserve alee have discussed consumer credit very actively with 
the participating banks. It didn’t get the attention and the limelight 
that mortgage warehousing got, and maybe it didn’t have any effect. 
Let’s go back to the 1953 period as an example, because I have tried 
to profit by our mistakes as well as the few times we have done thin 
correctly. I remember in 1953 making a talk in Boston on the dis- 
count rate that I wish I had never made, because it was misinterpreted 
a its impact. That is the type of problem that we are dealing with 
1ere, 

I don’t believe there has been any discrimination against mortgage 
financing, other than perhaps the point that Mr. Wellman makes 
that because of a variety of circumstances there may be more sensi- 
tivity ata particular time. 

Senator Sparkman. Mr. Coogan, did you want to ask a question ? 

Mr. Coogan. Yes, I want to ask Mr. Martin a question. I asked 
Mr. Bur, and I didn’t get much of an answer on the central mort- 
gage I did want to implement what Mr. Wellman said. Edo 
agree with him. But in your exercise of general credit controls, we 
will say, through the rediscount and tightening of money, the mort- 
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gage market is particularly sensitive, because unlike other investment 
it only appeals to a very specialized segment. A great many invest- 
ment sources in the United States will not touch mortgages. I think 
Bill Levitt hit on the pension fund, but there are thousands of other 
investment sources open to all other types of paper that are not open 
to mortgages. They just won’t be bothered with the servicing prob- 
lems and the other requirements that go with handling and servicing 
mortgages. So that that field of investment is not open. So I just 
wanted to implement the fact that when we are hit, we are hit very 
hard and we have no wider field to turn to. We only widen the field 
of mortgage investors very slowly, if at all. 

And I want to go further on this warehousing and the sort of a 
curse that has been puton them. I think in all this time there are only 
between 50 and 75 commercial banks in the entire United States that 
handle FHA and VA loans in any volume and with any certainty, 
and when you create this feeling of uncertainty among those banks, 
and all of them curtail and 50 or 75 percent just withdraw from the 
activity or from continuing in the activity, you create a serious block 
on our housing industry. We just can’t stop and go. 

I am going to ask the question again. It seems to me that we have 

t this terrific volume of mortgage debt, this big group of FHA and 
VA mortgages, which have been sort of playing around in left field, 
and without much—I won’t say “control” either, but without much co- 
ordination with the fiscal policies and controls of Government and 
otherwise. Mr. Cole indicated the fact that the administration was 
sincere in maintaining a certain level of housing, regardlesss of the 
monetary situation, and people are going to need houses in any event. 
I imagine you subscribe to that, too. Without some effective central 
bank, where you can convert the mortgages into a type of investment 
that will appeal to the pension funds cot the other types of investors, 
so that we will have a broader base of appeal for the new field that we 
are going to need as we move into the coming volume of housing 5 or 6 
years from now, we just don’t have that facility. You don’t—I am 
going to use the world “control”—have control over the use of that 
money and use of this large investment field and its coordination 
with monetary policy of the Government and the need for housing 
and seeing that housing is built in the areas that need it. 

In spite of all this lush money in 1954, we have not provided hous- 
ing for the minority groups. We have not provided housing in the 
rural areas to any great exent, and the very low-income groups haven’t 
had much of any housing. Recently it has become almost impossible 
to acquire any type of rental housing except under special cases, 
simply because money flows into the most desirable investment, not 
where the need lies, particularly when there is a limited supply. 

Mr. Martrn. I want to first say that I don’t want to let pass talk 
about discrimination against real estate. If we had consumer credit 
people around this table, you would find some of the same complaints 
that have been made voiced by you. They are not here today, but 
nevertheless I have been through this a good many times. 

Mr. Cooean. But they are winning right now. 

Mr. Martrn. That is your idea. 

Senator SparKmaNn. I am not sure they are winning. They haven’t 
started losing. 
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Mr. Martin. Mind you, in my engwianige of real estate and housing 
I am probably one of the poorer informed people at the table. What 
I have learned, I have learned in the last few years by application 
and this sort of hearing. May I say, Mr. Chairman, again that I 
appreciate the opportunity to participate in this hearing, because it 
has added a great deal to my education, which is extremely limited 
in some aspects of this. We can’t have too much education on it. 
When you get to directing the flow of funds, outside of a completely 
managed economy, in various directions, I don’t want to touch on that 
at all today, but a central mortgage bank that you are talking about 
has been considered from time to time by various people in our organi- 
zation. We want to recognize what we are doing when something like 
that is set up. We don’t want to have another call upon the Treas- 
ury as the ultimate source of creating a market. I used to be a specialist 
in securities, you know. and I know how easy it is to fall back on cap- 
ital when you were trying to make markets and not make the markets 
per se. That is exactly the problem that you are facing here. As to the 
wisdom of moving in this direction or the other direction, all I have 
tried to do is to bring out the problems that we face with the various 
segments of the economy when you have high-level activity and they 
are all trying to get in at the trough, so to speak, and drink. I have 
watched a number of times a group of cows or others at a trough, 
you know, and it seems to me at times you see sort of a parallel here. 
They are all right there, and they are trying to get their share of this 
overall pool, and we are trying to preserve the purchasing power of 
the dollar, and we are trying to have a pool of credit that will do the 
maximum in sustaining production, employment, consumption, and 
above all the saving and investing process, which is also a very funda- 


mental thing to the building industry segment as well as to the rest 
of us. 


Mr. Wetiman. Mr. Chairman? 

Senator Sparkman. Mr. Martin wanted to get away about this time. 

Mr. Martin. I would like to hear Mr. Wellman’s comment. 

Senator SpaRKMAN. Fine. 

Mr. Wetiman. I think this panel serves a useful purpose, in that it 
explores some of these things. One of the things that has always 
bothered me is the fact that we have a certain myopic vision about 
housing, you know. We think of it as a be-all and end-all, because 
that is our business. But I feel we have a different kind of an economy 
today than we did 20 or 30 years ago, and that the problems of con- 
trolling the flow of credit in that type of an economy are vastly dif- 
ferent than they were when they were writing on Lombard Street. 
Our problem is to explore and analyze these various sectors of demand 
and to get, frankly, more coordination in some of these things. We 
know that in late 1954 and early 1955 there was just a flood of mort- 
gages, and it was eer by the Housing and Home Finance 
Agency and by the VA and by the home loan bank boards throughout 


the country. Then we get congestion like we have today, and it is a 
congestion that expresses itself in the res that the Federal Re- 
serve has furnis on warehousing. e don’t have any previous 
figures, but I want to say there has never been so much in the cotn- 
mercial banking system as there is right today. We should as an indus- 
try, and as a part of an economy of this kind, work together a little 
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more closely and recognize the relationships between housing and the 
actions of the Federal Reserve and these other facets in our economy, 
because we have got an exploring job to do, and it is going to take al! 
of the ability we have. Otherwise, we go through these recurring 
problems, not that we are not always going to have them, but we need 
to work together more. 

Mr. Martin. I coneur completely in what Mr. Wellman has said. 
I just can’t resist making one comment with reference to Lombard 
Street. Having read that book a good many times and having thought 
a little bit about this problem, I think we should neither underestimate 
nor overestimate the classical values. Now, the only thing we can say 
about the classical values is that the principles are there, and we have 
a perfect right to modify them. e should not kid ourselves that 
those principles do not exist, as we frequently try to do in this area, 
it seems to me. Whenever we do that we get into trouble. That is 
where we get back to the problem we had at the time of unpegging 
the Government securities market, for a nieg worthwhile motive. 
Forces beyond our control got hold of us, and I frequently said about 
that operation that we were compelled to do something, and there were 
those who insisted that the classical theory was just completely out- 
moded. There is a degree to which classical theory is outmoded, but 
when there are basic principles involved you may alter it or change its 
flow, but it is still with you. 

Senator Sparkman. Mr. Keyserling has a short comment. 

Mr. Kerysertrne. Mr. Martin, I think we have learned from these 
housing areas that housing is a long-range problem that can’t be shut 
off momentarily like some other things can. I think we have also 
learned that housing is one of our highest national priorities that we 
have. Doesn’t it seem to you there is something wrong when we have 
entered since a year ago—and I congratulate those who have helped 
to bring it about—one of the greatest periods of economic expansion 
we have ever known, with the national product going up by 9 percent, 
the plant and equipment expenditure going up, as I recall the figures, 
by 14 or 15 percent, with nonresidential construction going up by 10 
to 15 percent, with everything booming, but with housing, which repre- 
sents probably the greatest domestic shortage in long-run terms, mov- 
ing downward by 14 percent? Isn’t there something wrong if we are 
moving generally upward in almost all areas and moving sharply 
downward in an area that represents perhaps the highest domestic 
priority? Don’t we have to reconsider the policies that have some 
bearing upon those strange trends ? 

Mr. Martrn. I certainly think we ought to restudy what we are 
doing all the time, but again it is where we take off. The point was 
made here—and I think it is a very good one—that we may have done 
too good a selling job of overstimulating one area and may have slowed 
other areas, which will cause us trouble. If we could order this exactly 
as we want, I certainly wouldn’t order it the way it has developed on 
either the farm front or housing front or several other things, but it 
is where you start, the swing of the pendulum. Now, when we got into 
an inventory recession, which I repeatedly said was partly generated 
by being a little bit too generous with credit in late 1952 and the 
early stages of 1953—again there were some psychological forees that 
came rushing in that just propelled things. as they will in @ free 
economy. I am not trying to minimize the role of Government policy, 





MORTGAGE MARKET PROBLEMS 87 


but they are also sifted out and reflected by the degree of education 
the people in the market get, and the public responses as they develop, 
and the sort of thing that will come out of this roundtable perhaps. 
Those are the forces that are there. I just go back to what I was 
saying this morning about the Federal Reserve. I just feel constantly 
that the Federal Reserve can’t do this job or the Housing and Home 
Finance Agency can’t do this job or Mr. McAllister can’t do the job. 
It is a job across the board. We can be helpful, but the minute people 
start relying upon a formula or somebody else to do it, we are missing 
what I think is the central point. I am not disagreeing with you, 
and I have the same objective, Leon. We don’t always agree on the 
way to get there. 

Senator Sparkman. Thank you, Mr. Martin. We certainly ap- 
preciate your part in these hearings. By the way, we hope to con- 
tinue in the morning. If it is not convenient for you to be here, I 
wonder if one of your men could be here to help us. 

Mr. Martin. ¥ vould like to have Mr. Riefler and Mr. Young both 
nere, 

Senator Sparkman. We will be very glad to have them. Thank 
you very much. It has been quite helpful to us. 

Suppose we proceed. We haven’t heard from Mr. Stone and Mr. 
Sweeney yet. r. Stone, I suppose you have a prepared statement. 
Proceed in your own way. 

By the way, I may say that I have held off discussions of one sub- 
ject until we heard from you and Mr. Stone. I might throw this out 
as a warning. I do want to hear a thorough discussion on the dis- 
count system that has grown up in all of its merits and, if it has any, 
demerits. 

Mr. Stone. It is a privilege for the Veterans’ Administration to 
be represented at this roundtable discussion on the outlook for resi- 
dential mortgage financing in 1956. 

During the past 15 months, the Veterans’ Administration has ex- 
rome the highest sustained level of activity in the receipt of home- 
oan applications in the 11-year history of the program. From Aug- 
ust 1954 through October 1955 applications have averaged more than 
56,800 per month. The force of this housing demand of veterans, 
buttressed by a high level of economic activity and employment, con- 
current with an aleaiane supply of mortgage financing, has imposed 
severe workloads on all of our field offices. They have been con- 
fronted with complex and varied problems in combating backlogs, and 
I am pleased to report that while we still are not able to furnish 
service as promptly as we would like to, real progress has been made. 
We have streamlined our organization and procedures and have im- 
proved our rate of work output. Backlog problems have been local- 
ized geographically. We will continue to concentrate on them. 

This high level of home purchase by veterans has occurred because 
of a meeting of demand, with opportunity for its satisfaction, but 
without any promotion or urging by the Veterans’ Administration. 
Our role has been one of carrying out the guaranty function which 
the Congress has provided on behalf of veterans, with due attention 
to proper construction, sound credit underwriting, and the aveidance 
of unsettled consequences on the housing and mortgage markets. We 
find the application of these administrative policies has resulted in a 
good coupled with high levels of employment and economic 
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activity. They have kept the portfolio of guaranteed loans out- 
standing in the best condition since the program began. The num- 
ber of defaults reported monthly, when compared with outstanding 
loans, has dropped about 50 percent from the rate prevailing in earlier 
periods. Also, the number of defaults pending on loans outstanding 
and the ratio of claim payments, which always have reflected an 
excellent experience, are even improving; in short, a record of vet- 
eran performance and participation that was very good has been 
improved upon, to the benefit of the veterans, the Government, and the 
Nation at large. 

Our offices have been instructed to watch closely the local housing 
market conditions, in order to avoid the development of housing ex- 
cesses to the extent possible. The advices which we have received 
would tend to indicate that in general there is a strong demand pre- 
vailing in the veterans housing market. We must look ahead and 
plan for the future, in an effort to best assure that most of the home- 
seeking needs of eligible veterans will be served, and that those who 
have previously obtained loans will successfully follow the road to 
debttires ownership. 

There are between 10 and 11 million veterans with service in World 
War II, many of whom have not yet used their loan guaranty entitle- 
ment, and more than 4 million Korean service veterans already in 
civilian life. These and 1 to 2 million more yet to be demobilized will 
form a tremendous potential of housing demand for the years ahead. 
In all likelihood, from 10 to 20 percent of the remaining group of 
World War II veterans will desire to make an initial use of their 
loan guaranty benefit before their entitlement runs out, and perhaps 
40 percent or more of the Korean veterans will seek GI loans in the 
next decade. 

In the continuing administration of the loan guaranty pro , we 
will profit from our experience of the past decade. It will be our 
endeavor to see that the new houses built for sale to veterans provide 
more value for the price and less occasion for veterans’ complaints. 
We have made considerable progress in this direction, and will strive 
to continue further. It wili be our goal to keep the construction of 
veterans’ housing within the limits of demand and to avoid excesses 
that result in surpluses overhanging the market or feverish specula- 
tion that may result in transitory cost increases or material shortages. 
Finally, it will be our object to continue to be sure that veterans do 
not overextend themselves creditwise in their home purchases, and to 
see that their loans are properly serviced, so that ultimate debt-free 
ownership is assured. 

Mr. Sweeney is the active head and director, as you call it, or the 
Assistant Deputy Administrator for Loan Guaranty, and we will try 
to work out any questions that you have of either of us on the program 
to the best of our ability. 

I would like to make one further comment. The observation was 
made here this afternoon that the Veterans’ Administration and our 
department are not interested in anything connected with Mr. Levitt’s 
statement that there should be one agency. That is entirely up to 
Congress. We are the administrative agency taking care and doing 
the best job to the best of our ability to administer the law as it has 
been placed upon the statutes by Co ; ee of course, that 
the loan-guaranty program is a benefit. It is not a business, such as 
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some of our other agencies are. We also are working in close har- 
mony and close cooperation with all of the other Government agencies 
involved, including FHA and the voluntary home mortgage credit 
program, Mr. Cole’s outfit, and everyone else connected with this 
whole program. 

There are some that say an agency administering a veterans’ benefit 
program should not be interested in any way in the economics of the 
country. I think that is going a little bit too far. Our veterans are 
citizens of the country, as we all are, and we are interested to do the 
job that is not only for the benefit of the veteran but the benefit of the 
country as a whole. And that is our main job, of trying to do the 
best we can. 

Senator Sparkman, Mr. Sweeney, if you have a statement that you 
want to make, we would be glad to hear from you. 

Mr. Sweeney. Mr. Chairman, I will make an observation here. 
After the discussions that were had here today, it seems to me that 
some estimate ought to be made of the money that would be available 
in 1956 for the total housing needs. I might interject here that I have 
observed that the average loan has been increasing over the last 10 
or 12 months, with the result that you are using up funds at a very 
rapid rate, because the average loan has jumped from, we will say, 
$10,000 in 1954 to something like $11,000 in 1955, or $11,500. It seems 
to me that if you are going to plan X number of housing starts in 1956, 
some estimate should be made of the funds that would be available for 
mortgage loans. It seems that one of the big factors would be the 
amortization payment on this mortgage debt, that has been roughly 
estimated from 82.1 million, I think at the end of June, to 88 million 
at the end of the year. It would indicate that next year you would 
have anywhere from 12 to 14 billion dollars available for reinvestment 
in mortgages, primarily from the savings and loan and mutual savings 
banks, and a certain increment from the amortization of those mort- 
gages held by the life-insurances companies. We plan, apropos of what 
Mr. Stone stated about the veterans that have not used their entitle- 
ment, that we are going to have the same experience next year, in that 
about 400,000 new units to be sold to veterans and about 250,000 exist- 
ing units, which would mean that we would have to have available 
about. $7 billion in credit both for the new and existing houses. It 
seems that some mechanics ought to be adopted. What they are, I do 
not know. Maybe some of the informed members of the panel here 
may indicate that some facility or mechanics should be made whereby 
we can tap these funds that are coming into being, the amortization 
and some percentage of the personal saving increase that some of the 
experts have advocated will be coming into our savings institutions. 

at has been said, I think is true, in that the builders when they 
are blueprinting cannot wait until these funds are back in the institu- 
tion. You have to have a commitment procedure, and I think that 
some measure should be made or mechanics adopted that would pro- 
vide first the flow of money so that the commitment, whether that is 
through warehousing, extension of credit through the Home Loan 
Bank Board, or otherwise, would be the first factor to be taken, so 
that if you are planning for next year funds would be made available 
through the commitment procedure, and our blueprinting come into 
being at an early rate in the first part of next calendar year. 
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Senator Sparkman. Thank you very much, Mr. Sweeney. Does 
anyone want to ask a question of Mr. Stone or Mr. Sweeney or com- 
ment on what they have said? Dr. Fisher. 

Dr. Fisuer. I should like to ask the percentage of the loans guaran- 
teed by the VA last year on new construction. 

Mr. Sweeney. On the loan closing for the 8-month period ending 
August, it was 23 percent. 

Dr. Fisuer. On new construction ? 

Mr. Sweeney. On new construction. 

Senator Sparkman. Does that mean 77 percent was for existing 
housing ¢ 

Dr. Fisner. While he is finding that, perhaps Mr. Cole would tel! 
us the percentage of FHA loans. 

Mr. Cote. About 50-50. 

Dr. Fisuer. Thirty-two on new construction 

Mr. Sweeney. Thirty-two on new construction. 

Senator Sparkman. Is it 32 on new or existing? 

Mr. Sweeney. Thirty-two on new. On the total private starts, 
VA’s participation for the 3 quarters has been 32 percent. 

Senator SparKMAN. That is not what he wanted. He wanted the 
distribution as between existing houses and new houses of VA loans. 

Mr. Coiz. May I add to that. I gave you the price figure. The 
actual insurance figures are 40 percent new and 60 percent existing. 

Mr. Sweeney. Forty-sixty. 

Senator Sparkman. Forty existing and 60 new, and yours are 40 
new and 60 existing. 

Mr. Brown. Could I ask Mr. Sweeney if he knows what percentage 
of the loans that were guaranteed were done so with the minimum 
permitted downpayment ? 

Mr. Sweeney. By months, January 1955, 39 percent of our loans 
were no downpayment, and 40 percent were 26- to 30-year maturity. 
That jumped up to 44.7 percent in April, with 45 percent 26- to 30-year 
maturity. In October, where we closed 63,899 loans, it dropped down 
to 37.6, with only 34 percent of 26-to 30-year maturities. 

Senator Sparkman. Mr. Coogan. 

Mr. Coogan. I would like to ask Mr. Sweeney a question on the 
same line. The growth started in early 1954 and grew steadily in a 
growing percentage each month to the peak this summer, didn’t it, 
the summer of 1955, on the long maturities, and also on the minimum 
downpayment? There has been a growing trend toward the minimum 
downpayment and maximum term of years? 

Mr. Sweeney. Yes,sir. It ran up until April and May of this year. 

Mr. Coocan. Starting with about January 1954? 

Mr. Sweeney. It started in January 1954, that’s right. No, the 
rise in August 1954, when we had—— 

Mr. Cooean Started to rise in August. 

Mr. Sweeney. Again increasing until April 1955. It has now 
been decreasing each month from April to October. 

Mr. Cooean. What was the lowest when it started its rise’ 

Mr. Sweeney. In July 1954 it was 27 percent, went up to 39 per- 
cent in January, reached the peak of 44 percent in April, and has now 
descended to 37 percent in October, 

Senator Sparkman. Anyone else have a question? 
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Mr. Weitaan. Mr. Chairman, the Federal Reserve Bank of St. 
Louis has a table in their September issue, which gives the selected 
characteristics of VA-guaranteed loans by months, beginning in 
1953, both as to the 26- to 30-year maturity and with no downpay- 
ment. And actually the res demonstrate that their break toward 
the, I might say, mad rush toward no downpayment, 30-year loans, 
occurred beginning around July of 1954. 

Senator SpaRKMAN. That is what Mr. Sweeney said. 

How does this mortgage warehousing affect the VA loans? 

Mr. Sweeney. Well, Mr. Chairman, it has been reported to us from 
many quarters that since many mortgage brokers have a number of 
individual builders, who build anywhere from 12 to 15 or 18 houses 
a year, they are precluded from extending credit to these builders 
by virtue of the fact that. the local banks will not temporarily ware- 
house loans for these brokers so that they can package them up in lots 
of $250,000 or a half million dollars and then sell them in the secon- 
dary market. The consequence is that a lot of requests have been made 
to us in many of the small towns in the rural areas to make direct loans. 
It seems that some statement of confidence should be made to these 
local lenders or local banks that as long as they have a commitment, 
that is, the mortgage brokers have a commitment from the secondary 
investor, that these local banks could extend a temporary line of credit, 
so that the, brokers could package them. Following along what the 
other gentleman said here, I think that others have been foreclosed in 
their lines to temporary warehouse loans even with a firm commitment. 
The consequence is that. we have many requests to stimulate our direct- 
loan program. 


Senator Sparkman. I would like to ask you something about this 
discount practice. In this statement that was presented from the 


Veterans’ Administration, which I assume Mr. Stone summarized, I 
find this: 


The 30-year no downpayment loan was being traded at widening discount 
margins, with resulting unsettling effects on the marketing of GI mortgages and 
some effect on real-estate markets. These widening discounts charged for pro- 
viding such financing resulted in pressures on the Veterans’ Administration to 
increase its findings as to the reasonable value of the properties, with the possi- 
bility that the discounts might be passed on to veteran purchasers in the form 
of higher prices, rather than being absorbed by the builder. 

There is one question I wanted to throw out to all, and this is not 
only with re to VA mortgages but FHA mortgages and the whole 
mortgage field. ‘Whois it that pays this discount? What part of it 
does the builder pay, and what part is passed on to the buyer? 

Mr. Sweeney. Mr. Chairman, normally our policy as far as ap- 
praising new construction is that we will determine the valuation of 
the land on a comparable basis and figure out the reproduction cost 
of that house, based on cost factors that our office will obtain from 
various sources, and add to that a 10-percent profit and overhead, 
varying in various areas anywhere from 2 to 5 percent. Generally, 
that discount is absorbed by the builder out of his profits. Now, I am 
not so naive as to'say that in some areas our appraisals may be in excess 
of the policies that we have established, but generally the builder is 
presumed to absorb that discount. Now, we have had many com- 
plaints, or rather requests, from builders from various parts of the 
country, particularly from the west coast, some from Texas, some from 
Florida, and a few other areas where funds are rather stringent, to 
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have us reconsider this factor that is to take care of the discounts, but 
we have had other proposals to have us increase the overhead cost 2 
or 3 percent for nae expense. We know full well that that is an 
offset to pay the discount. 

Senator SparkMAN. There is a resulting pressure, is there not, on 
the appraiser to do the thing you point out, that is, to raise the ap- 
sonia value? At the same time isn’t there a pressure on the builder 
to cut corners in order to save having to absorb that, or rather to 
make room for absorbing it? 

Mr. Sweeney. As much as we try to supervise the construction 
through our compliance and inspection system, we will have to admit 
that in some areas several builders have attempted to make short 
cuts, substitute inferior materials, maybe poor workmanship, or skip 
some items. On the other hand, there are other builders who have the 
facility and maybe have the contact, as it were, to pay a nominal dis- 
count. When I say “nominal,” I am referring to 2 or 3 points, but it is 
the small builder on whom the squeeze really bone rys when we hear 
these gory details of 92 or 93 points. It would be a natural impulse 
for him to skimp a little bit and lessen the quality of materials. Pos- 
sibly he may renege on his subcontractors. 

Senator Sparkman. Would that be true of FHA also, do you feel ? 

Mr. Core. Mr. Chairman, Mr. Mason would be better qualified to 
answer that than I. It is my impression that, generally speaking, we 
would pretty much agree with Mr. Sweeney’s statement. The FH \ 
does not permit the passing on of discounts to buyers. How much of 
this is done in violation of this regulation is anybody’s guess. We all 
know the pressures are on when the situation is tight and where the 
builder is caught in a situation where he won’t come out with any 
profit. Sothe pressure is there. Mr. Mason would be better qualified 
than I on that subject. 

Senator SrarKMaNn. Let me throw this out: What would happen 
in the long run if discounts—— 

Mr. Cote. May I interpose one other thing. I am reminded that 
the FHA doesn’t set the price. 

Senator SPARKMAN. at would happen in the long run if dis- 
counts were not allowed, in other words, if the mortgages were re- 
-quired to be handled at par? 

Mr. CLarKe. Do you wnt me to answer ? 

Senator SrarKMAN, Yes. 

Mr. CiarKe. There wouldn’t be any mortgage market. 

Senator Sparkman. Mr. Coogan. 

Mr. Cooaan. I would like to answer your first one, too, Senator. I 
am not a builder currently, so I am going to rise to the builders’ de- 
fense, if I may. I think the builder is taking this discount out of his 
hide. In Soitig: endued the country, I find more and more builders 
slowing down their starts, curtailing their future programs, because 
they are ioe ae with high costs, increasing costs, of various 
scarce materials that vary from location to location, and then winding 
up with the increasing discounts. They are building for the fun of it 
in a great many places, and I think Mr. Wellman will bear me out 
that some builders in California have that same proposition. As far 
as taking it out of the house, I don’t think any reputable builder will 
attempt to take it out of his house. I think the same builder that 
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would take it out to make good a discount would take it out for addi- 
tional profit if there were no discount. I don’t think whether or not 
he is aying a discount is going to affect the quality of his building. 
And It that a have an added psychological factor. I thi 
since we have had discounts and money shortages both the FHA 
appraisers and inspectors and the VA evaluators and inspectors have 
rather tightened up. They have sort of been on their guard against 
such practices. I think the builder is being subjected to tighter re- 
quirements and stiffer inspections in the last year than he has been 
previously. 

Mr. Levrrr. Mr. Chairman, I would like to emphasize what Mr. 
Coogan has just said, which was not brought out at this roundtable 
at all today. The building fraternity of the United States is not 
very happy this year. I have a rather wry grin on me every morn- 
ing when I pick up the New York Times and read how Esso’s profit 
has tripled from last year, and how Kennecott made 22 percent net 
after taxes, and so on; when I think of the builders, in whom I am 
interested. The building fraternity has not made much money this 
year, despite this so-called rise in prices, I agree with Mr. Coogan 
completely on this question of absorption of these figures. When I 
say you pass it on, sure you pass it on if you can get it. But you 
can’t get it, and it is simply an additional cost on the part of the 
builder which if he can recover he recovers. But aside from 1 or 2 
builders, which I think can be disregarded, or the small handful that 
might try to skimp here and there, I think VA and FHA have both 
done a compliance job that more or less effectively prevents anything 


like that. In VA’s case, of course, where they put on a valuation 
figure, you just can’t sell for over that. In FHA/’s case you can sell 
for anything you can get, but of course your mortgage is restricted. 


The question is whether 
amount in cash. 

The point I would like to make—and I think it is important for the 
record—is that in this year of unprecedented prosperity and profits 
the building industry as a whole ~ not shared in it. I think Mr. 
Coogan will bear me out. 

Mr. Coogan. They are in about the same position as the automobile 
dealer. 

Senator SparKMAN. Let me ask you a question about this discount. 
The voluntary home mortgage p was set up for the parce 
of carrying credit into these areas w eredit was hard to get. 
that program use discounts also ? 

Mr. Ciarke. Do you want me to answer that / 

Senator SparKMAN, Yes. 

Mr. Crarxe. The lenders who have been participating in the volun- 
tary homeowners credit program have, in my opinion and observation, 
leaned over backward to see to it that discounts in the small communi- 
ties and for minority housing were less than occurs in other spots. I 
know that in the program in which we have participated in the State 
of Pennsylvania we can handle loans in some small communities for 
a smaller discount than we can in the larger communities. The lenders 
who have taken that program on have done, in my opinion, a top grade 
job in connection with it. 

70168—55——7 


r. John Public wants to pay that additional 
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There is one item in connection with that I should like further to 
mention. Mr. Coogan made a reference to it a while ago, and that 
is in the face of the voluntary homeowners credit program there still 
was a shortage of mortgage money for minority housing. I would like 
to make the statement for the voluntary homeowners credit program 
that wp to date there has not been a single, solitary failure made yet 
in the matter of handling any minority housing that has been referred 
to the committee for its operations, and that any statements that are 
made in connection with shortages of funds for either small communi- 
ties or for minority housing in my opinion are not correct, in the face 
of a very tight money market. 

Mr. Stone. Is that for Pennsylvania? 

Mr. Ciarke. That is for the country as a whole. 

Senator Sparkman. My question about the discounts and the volun- 
tary home-mortgage program was breepied by this table by the Fed- 
eral National Mortgage Association, showing discounts in the dif- 
ferent parts of the United States and how they vary, the lowest being 
9414. Of course, the thing we have been fighting for so long has been 
to get credit into these areas so that there would be as near uniform- 
ity as possible of not only, as I construe it, available credit but also 
of the cost of that credit. 

Mr. Morcan. I would just like to supplement what Mr. Clarke has 
said. I think the lenders who now are participating in the program 
are leaning over backward to see that the re goes into the small 
towns and into minority housing at a price probably above the market. 


For instance, I can readily buy loans at 94, 95, and 96, but I am regu- 
larly, and all the banks that work with me are regularly, loaning in 


the voluntary home-mortgage credit field at 97. 

Mr. Brown. That has been about our experience. We are partici- 
pating in the program. I would say that generally the discounts run 
around 98, maybe slightly less. I have learned a lot about the market 
today, though, because I haven’t found any word of 94%. Maybe 
we are off base here. 

Senator Sparkman. They are offered by the FNMA on the section 
203 housing. That is Puerto Rico and Hawaii. Iapologize. I think 
95 is the lowest in the continental United States, and that is still the 
section 203 housing in Idaho, Louisiana, Montana, Nevada, New 
Mexico, North Dakota, South Dakota, West Virginia, and Wyoming. 

Mr. Cooean. After you read those discounts, you are not surprised 
at the other discounts prevailing, when one Government agency is 
discounting another agency’s mortgages. 

Senator Sparkman. As a matter of fact, to be perfectly frank with 
you, there is a great big question mark in my mind as to whether or 
not there ought to be discounts allowed. 

Mr. Coogan. If you want the money to flow—— 

Senator Sparkman. I recognize the practical problem, but, at the 
same time, it seems pretty bad for a guaranteed paper of the United 
States to require a discount. ro 

Mr. Cooean. There is another penalty in addition to that discount 
on that published list, tee—3 points in stock that has a market value 
of about 50 cents on the dollar. 

Mr. Cove. I think perhaps I should comment. The Secondary mort- 
gage facility of FNMA was set up that way. It is the authority 
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provided by law, and the method which FNMA now carries was the 
method established by Congress. FNMA is doing a job which it was 
supposed to do, and that is to provide a secondary mortgage facility, 
not a primary mortgage facility. ser SanOs 

Mr. Cooean. I recognize it is the law, but still I don’t think it is 
a good one. ; 

Senator SpaRKMAN. May I say this: It is something that we have 
fought over just about every time a piece of legislation has been before 
Congress, and we have not yet found a satisfactory solution. I hope 
we may yet. 

Mr. Brown. There is a question here of whether discounts should 
be allowed or not. I hope we are not going to leave that one yet. 

Senator SparkMAN. No. There is something else I want from you 
and Mr. Morgan and from Mr. Clarke, because you represent the 
people to whom we have to turn to get the money. 

Mr. Core. And Mr. Wellman. 

Senator Sparkman. Yes; and Mr. Wellman. Does your organiza- 


tion participate in the voluntary home-mortgage program! You are 
not called upon te—— 


Mr. Wetiman. No, sir. 

Mr. Coz. Oh, yes; they do. 

Mr. McAuuisrer. Many savings and loan associations do. 

Senator Sparkman. The reason I thought they didn’t was because 
their area is limited by law, isn’t it, to a radius of 50 miles of their 
location? . That is the reason I felt they would not have much par- 
ticipation. 

Mr. Core. Mr, Chairman, the committee attempts first to locate a 
local lender who will participate. That is a part of the policy. 

Senator SparKMAN. Be that as it may, I want to ask this question 
of all of you gentlemen. At a time like this, when we are told that 
the availability of mortgage credit is scarce or is tight, do you still 
participate fully in that program ? 

Mr. CrarKeE. If I may attempt to answer that one, we find the 
experience in our own operation that it is easier for us to handle a 
housing operation for minorities than it is for others. It is easier for 
us to handle loans in small communities, to get the money, than it is 
in the large. 


Senator SparKMAN. Does that extend to remote areas also? 

Mr. Crarke, Yes, sir. 

Mr. Brown. We have set up an allocation in this program which 
has been more than sufficient to take care of the demand we have made 
on us, so we haven’t turned down any for lack of funds. We have 
turned down some for other reasons, but. we haven’t because of the 
money. 

Mr. CrarKe. That same thing I think would be true with practi- 
cally all other large companies. 

Senator SPARKMAN. . Wellman. 

Mr. Wetiman. I am on the 17th district committee, and that has 
been our experience, 


Senator Sparkman. Mr, Coogan, do you operate in that field? 
Mr. Coogan. No, é 


Senator SparKMAN. Back to this question, you wanted to make some 
comment, Mr. Brown, Mr, McAllister wants to make a comment. 





96 MORTGAGE MARKET PROBLEMS 


Mr. McA. ister. I just wanted to give you some figures. The total 
amount of residential mortgage lending that took place in the first 9 
months of 1954, it was $16.4 billion. The total amount for the first 9 
months of this year was $21.6 billion. In other words, the dealers in 
mortgage lending have been called upon for the first 9 months of this 
year to provide $5.2 billions of credit over and above what was used 
last year, which represents an increase of around 32 percent. Now, 
that in itself is such a tremendous amount of money, such a pressure, 
that we can very easily understand the difficulty in providing enough 
money for all of the mortgages that are available. If we will take 
Mr. Levitt’s figures as to the shrinkage in construction for next year 
at 20 percent, and if we will take the figures that seem to have been 
accepted, namely 1,300,000 units for this year and reduce that by 20 
percent, it will give us 1,040,000 units. I am inclined to believe that 
that would be a low estimate, because Mr. Levitt is certainly on the 
conservative side, and if he as the year progresses during 1956 finds 
that funds are available and he can increase his quota for the year 
1956 even as little an amount as 10 percent, I am sure that he will be 
able to do it, and in that event our volume of construction will be even 
a minimum of 1,150,000 units. And I am inclined to believe it will 
be in excess of that. 

Mr. Levrrr. Mr. Chairman, I would just like to correct one mis- 
apprehension on Mr. McAllister’s part. I didn’t say this quota would 
be cut because of lack of mortgage funds. I said it would be cut be- 
cause of the inability of people to purchase because of these terms. 
T said that on the sample that we had taken of applicants approved 
under current terms, that had we applied the new yardstick to them 


29 pasa of them would not be eligible, not that they wouldn’t want 


to, but they wouldn’t be eligible. 

Senator SparkMAN. Do you want to say something more about the 
discount? You said you did not want us to leave it. 

Mr. Brown. I just had a comment on it. We have other interest 
rates that are free to move up and down in accordance with so-called 
demand and supply, and we fix a rate on mortgages. Say itis4%. I 
don’t agree entirely with Mr. Clarke that there won’t be any mortgage 
money, but the changes will be much more abrupt. There will be a 
time when there aren’t any at all. There will be times when it is 
more or less plentiful. I think we felt for quite a while that freeing 
of the rate would be a very sound step in the maintenance of a con- 
tinuing flow of funds into the mortgage market, and the discounts that 
have been permitted have done that to a certain extent. 

If you go back a few years ago where the VA rates was 4 percent, 
and there was some question as to whether a discount was legal or 
not, there was practically no VA lending because it just wasn’t attrac- 
tive. The Treasury had issued these 314 bonds. e corporate rates 
were up above that, so that we would be able to get something like 
334 or 4 percent on our direct placements, against a fixed rate of 4 
percent on the VA loan. It wasn’t to our interest to put money out 
at 4 percent on the VA loan where we have maybe three-fourths of a 

oint servicing and overhead, when we could put it out at 4 and net 4. 
n this situation where we have corporate rates rising somewhat and 
VA loans have been able to asejuah Galen of the discounts that are 
permitted, there has been a greater continuity of flow in the mortgages 
than did take place at a previous time, in my observation, 
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Senator SparkMAN. May I ask this: Does the discount rate, in your 
opinion, follow the market? In other words, is it set according to the 
cost of money? There is nothing artificial about it? 

Mr. Brown. I wouldn’t say so. My dates may be wrong, but I 
think about a year “7 we were very close to par on FHA loans, and 
since then, if you will look at any of the indicators, such as Moody’s 
AAA corporate rate, you find an increase in that and a corresponding 
decrease or re discounts which cost offsets that. I don’t think 
it is artificial, I think it is done through a fixed relationship between 
other yields. 

Senator SparKMaN. I probably asked my question in two different 
ways. I first asked if it was geared to the cost of money, and your 
answer would be “Yes.” 

Mr. Brown. I think it would be. We found in our own company 
that if you take, for instance, the high-grade corporate rate, which is 
roughly 3.10, and if we add to that something like 50 or 60 points, 
which is the advantage we get in direct placement, so that we can put 
our own money in the corporate field at somewhere around 3.75, maybe 
slightly less, that a mortgage in order to be attractive to us has to be 
about 1.25 over the high-grade corporate rate, which would make it 
about 75 points over what we are getting in the direct placement field. 
Where it gets less than that, a little less goes into the mortgage field. 
If it gets more than that, maybe a little more does. As I said earlier, 
we try to make the changes gradual, and there is a certain amount done 
all the time. 

Senator SparkMaAN. Let me ask you this question. Assume that you 
are in business to buy FHA mortgages at Birmingham. If I were a 
builder in Birmingham and held some mortgages, could I call you up 
and ask ys what. the price is today anywhere, and could you tell me 
right off 

‘Mr. Brown. I don’t believe we could do it that well; no. We do our 
business through local organizations, as you know. 

Senator SparkMAN. If I talked with your local organizations? 

Mr. Brown. We could tell you what we are doing in that area. 
There are differences in price between areas in the country, and we 
try very sincerely where we can to put out funds in the area from 
which they are derived. In other words, if we could get the best price 
in California, we wouldn’t put all of our mortgage money in Cali- 
fornia. We want to do a national business insofar as we can, so we do 
have a little difference. But you could get from our local people what 
price we are paying there at the present time. 

Senator Sparkman. Does that apply equally to VA and FHA 
mort 

Mr. Brown. Yes, sir. 

Senator SparkMAN. May I ask this question to satisfy my own 
curiosity. If the VA mortgage is guaranteed by the Government of 
the United States, what difference it make? In practical effect, 
they are fully guaranteed, because they pay all of it. It is the same 
thing. What difference does it make whether that mortgage is in Los 
Angeles or in Birmingham if the Federal Government stands behind 
it with a full guaranty ? 


Mr. Brown. It is a question there of the supply of funds. The per- 
son who can answer that is Mr. Morgan. The rate in Boston is entirely 
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different than it is in California, because there is a much greater ac- 
cumulation of local money there seeking an outlet in that area. 

Mr. Turner. Isn’t it correct that even though the Federal Govern- 
ment guarantees the loan, the Federal Government does not bear fore- 
closure costs ? 

Senator SparkMANn. Wait a minute. You don’t foreclose. They 
pay you off, 

Mr. Sweenry. We pay the foreclosure. 

Senator Sparkman. If you go into this thing, it is virtually 100- 
percent guaranteed by the Federal Government, and I have never un- 
derstood why if the Federal Government guarantees something that 
would be a differentiation as between areas. I can see that there might 
be room for discounts, as you explained, because of the price of money 
available from day to day or from month to month, but it is 100 percent 
guaranteed, whether it is in Boston, New York, Birmingham, or 
Kalamazoo. 

Mr. Brown. But there are areas in the country which are what we 
might call areas of capital export, where the local accumulated money 
is more than enough to take care of the local demand. 

Senator SpaRKMAN. Why in that area would you take any discount 
at all? 


Mr. Brown. In those areas, that is where the discount would be 
the least. 

Mr. Cxiarke. There is another answer I think we could make to that, 
too, that I think throws you off. Using Philadelphia as an illustra- 
tion, the local institutions, local ee, Ho for example, in Phila- 


delphia, will make their loans to borrowers with direct servicing, 


which they can handle very well in their own community. So there- 
fore you get a price which is approximately par, because they are 
getting a 41% percent yield without servicing. The minute they move 
over from Philadelphia to California, they have to employ someone 
in California to service for them, so they are getting a halt of 1 per- 
cent lower net yield, Therefore, they must have a discount to com- 
pensate themselves for it. I think you find much of the confusion 
occurs over whether there is direct servicing or whether it is through 
a servicing agency. 

Mr. Coogan. I think there is a great deal in this geographical dis- 
tribution and the areas with high building. For instance, we men- 
tioned during this session Florida, the Southwest, and California. 
They build far in excess of their local capital available for investment. 
I know Mr. Brown’s firm and Mr. Morgan and all the rest of the 
investment institutions have a certain geographical distribution to 
their investments, and they allocate so many millions of dollars to 
that area. In these large building areas the request for investment far 
exceeds any allocation, and they are always beset by the people who 
are not working with their regular correspondents or people who 
can’t be supplied in their regular allocation, who keep dropping their 
price to induce them to go in there to finance their housing. | So it 
reduces the price structure. Mr. Brown can’t very well sit at his 
desk in New York and set. a price for 98 for $5 million in California and 
then have telegrams come in to his desk for a total of maybe 25 or 30. 
million at prices down to 94 or 93144 from people who are so anxious 
to sell. That is why I disagree with what Mr. Clarke said that the 
mortgages have been responsive to the change in the industry. I 
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think they have in the companies who have followed pretty much a 
formula, but in the open wholesale market I think it has been supply 
and demand. I think there have been more mortgages than could be 
assimilated during the last year, and that they never did get a chance 
to get up. The discounts just persisted, regardless of how the money 
market and the general yield rate was in other competitive investments, 
because we have a limited field. We don’t have this great broad field 
of investment. Certain institutions buy mortgages and other in- 
stitutions won’t, and we just produce so many mortgages. I still 
think, Senator, that there is an excess of a billion unsold mortgages 
hanging over the market right now. 

Mr. Levrrr. Mr. Chairman, I would just like to muddy the picture 
a little bit more. In addition to what you said a moment ago that 
you couldn’t understand why people wanted a discount on a Govern- 
ment bond or Government cash, for that matter, let me raise this point. 
That on a VA mortgage which is bought at a discount the bank is very, 
very careful to check credit and make sure the credit of the borrower 
is good. Yet from a practical standpoint, if the credit of the borrower 
is no good, the bank then collects 100 cents for what it has paid 95 
cents. So that I want you to know that in the event a house that goes 
sour under VA, where the mortgage has been bought at a discount, 
the bank makes a profit on the deal, in addition to whatever return it 
has gotten by the time the thing goes into default. Or am I confusing 
it too much now ? 

Senator SparKMAN. No. Asa matter of fact, though, it would make 
that profit if the mortgage were paid off, too, over a longer period 
of time. 

Mr. Levirr. That’s right. Well, the Government is in effect paying 
it off. 

Senator Sparkman. Gentlemen, I could think of a lot of things I 
would like to discuss, but it is almost 5 o’clock. We are coming back 
in the morning. I hope as many of you, or all of you, that can will 
be here with us. I should like to ask each one of you, each one of the 
panelists, to prepare a very brief statement, perhaps one paragraph, 
summing up what has taken place today. 

However, I want to throw out one thing. By the way, does the 
Treasury Department have a representative here since Mr. Burgess 
has gone? Yes, they do. This is something the Treasury will be 
interested in. Mr. Levitt suggested, and others touched upon it, the 
availability of pension funds for financing these home mortgages. 
You know Senator Maybank introduced a bill, I believe, when he was 
chairman of the Banking and Currency Committee, or at least he 
talked about it, proposing that the insurance funds held by the Vet- 
erans’ Administration might be usable for the purpose of buying loans 
that the Veterans’ Administration had already guaranteed 100 percent. 
It might be a pretty good investment and probably would pay a 
better rate of interest than they get now for those loans. I would like 
you to think of that a little bit overnight and perhaps give us some 
ideas on it tomorrow, because if we get into these pension funds, I am 
quite certain there will be some attempt to move into the Veterans’ 
Administration life-insurance funds, limited to the loans’ that, the 
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Veterans’ Administration has guaranteed 100 percent. I don’t want 
to discuss it now. 

Mr. Levrrr. I just want to make one stataement. The only differ- 
ence is bringing the Government into the business, of course. 

Senator Sparkman. The Government is already in business. It 
is simply using the funds. 

fr. Levrrr. We are not supposed to recognize that. 

Senator Sparkman. Thank you very much. Suppose we meet at 
10 o’clock tomorrow morning in this room. Thank you very much, 
gentlemen. I think it has been a well-spent day. 

(Whereupon, at 4:55 p. m., the roundtable discussion was recessed, 
to reconvene at 10 a. m., Tuesday, November 29, 1955.) 
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TUESDAY, NOVEMBER 29, 1955 


Untrep States Senate, 
CoMMITTEE ON BANKING AND CURRENCY, 
SuscomMiTree on Hovstne, 
Washington, D. C. 

The subcommittee met, pursuant to recess, in the caucus room, 
Senate Office Building, at 10 a. m., Senator John Sparkman, chairman 
of the subcommittee, presiding. 

Present: Senator Sparkman. 

Also present: Ralph A. Young, Director, Division of Research and 
Statistics, Federal Reserve System. 

Robert P. Mayo, Chief, Analysis Staff, Debt Division, Office of the 
Secretary of the Treasury. 

Norman Mason, Administrator, Federal Housing Administration. 

Walter W. McAllister, Chairman, Federal Home Loan Bank Board. 

Ralph H. Stone, Deputy Administrator, Department of Veterans’ 
Benefits, Veterans’ Administration. 

T. F. Daley, Director, Legislative Projects Service, Veterans’ 
Administration. 

Thomas Sweeney, Assistant Deputy Administrator for Loan 
Guaranty, Veterans’ Administration. 

R. Manning Brown, vice president (mortgages), New York Life 
Insurance Co. 

W. A. Clarke, president, W. A. Clarke Mortgage Co., Phila- 
delphia, Pa. 

Thesten P. Coogan, president, Housing Securities, Inc., New 
York City. 

Prof. Ernest Fisher, director, institute for urban land use and 
housing studies, Columbia University. 

Leon Keyserling, consulting economist and attorney and president, 
Conference on Economic Progress, Washington, D.C. 

Robert E. Morgan, vice president, Boston Five-Cent Savings Bank, 
Boston, Mass. 

Prof. Robert Turner, department of economics, Indiana University. 

Charles Wellman, executive vice president, Glendale Federal Sav- 
ings & Loan Association, Glendale, Calif. 

ardy, Neil, National Association of Home Builders. 

Payne, Albert, National Association of Real Estate Boards. 

Peterson, Lindell, president, Mortgage Bankers Association. 

Walker, Oliver, National Association of Real Estate Boards. 


Senator Sparkman. Let the committee come to order, please. __ 
I appreciate the action on the part of so many of you in returning 
this morning to participate further in ere I hope we oy 
shall do 


be able to complete them this morning, and my best to wor 
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in that direction, if that is agreeable to you gentlemen. However, I 
don’t want to cut anybody off or cut short any topic that any one of 
you thinks we may or that we should discuss. So it’s flexible; I want 
you to understand that. I just thought that it would suit your con- 
venience to finish this morning if. we could, You have been quite 
cooperative in giving us so much time. : 

At yesterday’s roundtable discussion we explored a wide variety 
of important problems relating to the impact of Federal credit 
policies on residential construction and mortgage financing. A num- 
ber of points were brought out that appear to me to be of crucial 
current importance. 

First, it appears that the mortgage market is unusually sensitive 
to the imposition of general credit restrictions. Federal Reserve 
actions that were intended to restrict credit in an equitable manner 
across the board have had a disproportionately severe effect on the 
housing industry. 

Second, there appears to be considerable uncertainty about the 
status of Government-supported mortgages in the money market. 
The discounting of VA-guaranteed and FHA-insured loans is a 
recurring practice that tends to negate public policy. 

Third, there is a widening gap between the amount of housing that 
can be supplied within our present mortgage structure and the basic 
needs of the American people. This is especially true in terms of 
long-term needs. 

1ese Observations su t at least three fundamental questions: 

1. During the period of tightening credit, how can we work things 
out so that the housing ‘eaten does not have to bear more than 
its fair share of the burden ? 

2. Is there a method of organizing a mortgage market that would 
serve as a truly national market and facilitate the marketing of 
Government-supported mortgages? 

3. How can we broaden the housing market to meet the increasing 
need for housing? What would be a practical goal to strive for in 
the next few years? 

While I agree wholeheartedly that the ultimate goal is adequate 
shelter for all the people, I feel that we shall be able to achieve that 
goal more quickly if we set for ourselves a series of short-term targets 
representing the minima we should try to achieve in the near future. 

I do not feel that we should let the money market have complete 
power of decision as to the number of housing units we can build at 
any particular time. After all, the money market should be a means 
toward achieving human objectives and not an end within itself. 

I’m not sure that you agree with me in all of those things that I say 
but I thought we might get started this morning with a statement of 
that nature. If anyone cares to. comment on it, ’'d be very glad to 
have it. If not, open up on any other subject. 

Who wants to be heard first this morning? 

Mr. CrarKke. Would you mind reading that again? You’ve got a 
lot of points there. 

Senator Sparkman. I'll leave off the “dressing,” 

Mr. Crarke. All right. 

Senator Sparkman. Do you want me to read first my summary of 
hs I felt came out of yesterday’s discussion? I made three points 
there. 

Mr. Crarke. That’s right. 
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Senator SpaRKMAN. First, it-appears that the mortgage market is 
unusually sensitive to the imposition of general credit restrictions. 
Kederal Reserve actions that. were intended to restrict credit in an 
equitable manner across the board have had a disproportionately 
severe effect.on the housing industry, That’s conclusion No. 1. 

No. 2, there appears to be a considerable uncertainty about the 
status of Government-supported mortgages in the money market. The 
discounting of VA-guaranteed and FHA-insured loans is a recurring 
practice that tends to negate public policy. 

No. 3, there is a widening gap between the amount of housing that 
can be supplied within our present mortgage structure and the basic 
needs of the American people. This is especially true in terms of 
long-term needs. 

sased on that I pose three questions: 

1. During a period of tightening credit, how can we work things 
out so that the housing industry does not have to bear more than its 
fair share of the burden ? 

2. Is there a method of organizing a mortgage market that would 
serve as a truly national market and facilitate the marketing of 
Government-supported mortgages ? 

3. How can we broaden the housing market to meet the increasing 
need for housing? What would be a practical goal to strive for in the 
next few years 4 

Those were the 3 observations and then 3 questions. 

It may be that in the course of the discussion this morning this 
these points will come out. 


I suggested in our closing last night that each member of the panel 


prepare either in writing or in his own mind a parte or so, a 


short statement, more or less summarizing his thinking with reference 
to these diseussions. My thought was that we might close with those, 
let that be the final summarizing. However, I felt that a good many 
things were left pending last night that we might take up. 

If anyone has anything to open with, I’d be glad to invite him. 
If not, I'll throw out something. 

Mr. Coogan. 

Mr. Coogan. Thank you, Senator. I think that yesterday we left 
quite a few questions up in the air. I think we rather accepted a 
traditional viewpoint on a great many things. I'd like to run through 
a few that I have been thinking over. 

One is I think I agree with Mr. Wellman on mortgages being sensi- 
tive, very sensitive, to money changes on the down side, because, as he 
explained, of their long terms. I think they are also very insensitive 
on the up side. It’s something like the problem that Mr. Martin 
explained to us yesterday. - ee 

They go down quickly the minute there’s any danger of a higher 
yield. People back away from buying. But when the yield starts to 
improve, they’re very reluctant to step back in again for the same 
reason, which seems to work sort of a double-barreled problem for us. 

There was a t deal of talk about improving the quality of the 
loans—that is, ‘lnm and the equity, shorter term, and higher down- 
payment. ‘These loans are all guaranteed, and in 1954 I think we 
proved one point, Senator. I think we proved that gradually a full 
recognition of the insurance and guaranty is coming into effect. 

During 1954, when they had ample money to invest, rather than 
impose and stick to the terms of good equity and short amortization 
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and pay a top price, the bulk of the buyers elected to forego the terms 
to take the “no down, 30 years,” and buy them at a discount—that is, 
striving for the yield and relying more and more on the insurance and 
the guaranty. F 

I think that is a very important turning point that took place last 
year. That is, instead of moving up in price, there was a tendency 
to be more liberal in accepting the various types of mortgages, 

I think the term and equity limitations are generally used by the 
investors as a method of limiting the volume of mortgages they have 
to accept. When they get more offerings than they want, they have to 
set up certain criteria to screen out the overabundance of the offerings. 
T don’t think that has been brought out. 

I think one of the other problems is this prt emphasis on whether 
it’s a 20-, 25-, or 30-year mortgage. I think that is a holdover. Most 
of our mortgage men today in some of the older institutions—of 
course, nobody present here—are old, conventional mortgage men who 
were brought up in the conventional mortgage business where every- 
thing was graded on the term and the interest rate, and there’s always 
a great emphasis on whether it’s a 20-, 25-, or 30-year loan. 

Actually, the records show the average life of these loans is some- 
thing like 10 years regardless of the term it’s written for. So that I 
think they are making much ado about nothing in talking term. 

Of course, that average life may change. There have been power- 
ful influences to shorten it in the last 10 years. But I still think it’s 
important that we bring it out. 

The other problem I brought up just as the meeting was adjourn- 
ing. We have been talking about some of the long-range problems. 
But to get back to one immediate problem, one immediate problem is 
overabundance of mortgages this year and the great volume of unsold 
mortgages that are hanging over the market that are being held 
against what we call standby commitments, various types of sale and 
repurchase and warehousing. It’s something in excess of a billion, 
maybe twice that much. 

I don’t know what is being planned, what is being done to assimilate 
that, because in the assimilation process, if you’re going to try to 
assimilate overhang and still maintain a level of building in view of 
the present difficulties of marketing houses, high land costs, and the 
other things that are bothering the builder, prices currently offered 
for long-term forward commitments are not going to be conducive to 
much building during 1956. 

One of the powerful influences on the down side in the mortgage 
market was the buying price of the Fannie May when they were first 
posted, when they first started operation in the secondary market. 
That caused a great many investors to drop their buying price. I 
think now would be an excellent time for the Fannie May possibly to 
raise its buying price. It would beastimulant. It might arouse some 
interest, and it might cause some buyers to hold off looking for still 
lower prices to go back into the market. 

I do want to emphasize the —— 

Senator Sparkman. Mr. C n, would you mind me breaking in 
at that point? How does that jibe with the statement that I believe 
Mr. Cole made yesterday when we were talking about these discounts 
that Fannie May allowed—that is, that Fannie May is supposed to 
follow the market ? 
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Mr. Coocan. That’s their instruction from Congress. They’re over 
a barrel. I’m just posing the problem, trying to find a solution. 

Senator SparkMAN. You think Congress should set up a standard, 
let them lead the market ? 

Mr. Coocan. I don’t know about that. I do want them to become 
a primary market, but not in the sense they are now. In the little 
paper you asked me to prepare I have been stressing it all the time— 
central mortgage facility—but I’m not going into it now. I think 
Fannie May, in effect, is supporting the market, that the standard 
wholesale market today is being controlled largely by Fannie May. 
There’s its buying price from which you deduct their acquisition fee 
and so on, and when all this arithmetic is done you wind up with 
the support price that Fannie May is presently providing for the 
mortgage market. The average wholesale price on mortgages is 
usually a half a point to a point above that price that Fannie May 
is currently supporting. 

But I do want to emphasize the fact—Mr. Levitt pointed it out 
yesterday—there seems to have been a general misapprehension that 
the builder is being very successful. Builders today are being faced 
with very high land costs, high construction costs. In spite of Mr. 
Levitt saying there was no increased cost of materials, I know builders 
have been paying $1.75 a sack for cement and have been importing 
glass from France and various costly devices to get their houses com- 
pleted. They are running into increased sales costs, bigger discounts, 
and they are running at diminishing or no profit at all. 

One of the unfortunate things eos a builder on a large tract of 
land is that once he gets started he’s got to go through with it. He’s 
usually got a series of notes on that land that he’s got to pick up. 
Stopping in the middle of a project is a very difficult job. He’s imate 


got to see the thing through whether it’s ea or unprofitable, 


But when he does wind up, he’s going to 
another project. 

I just wanted to say that there are too many builders in that classi- 
fication. Not all, possibly not a majority, but a great number of the 
very good builders are in that position today. 

Senator Sparkman. Mr. Keyserling. 

Mr. Krysertine. Senator, I’d like to make just a few comments on 
the specific eye you raised in your opening statement. 

I have felt all along that the general monetary controls are one of 
the worst ways of rationing resources, and rationing resources is the 
primary purpose of any economy whether it’s done by private policy 
or by public policy. 

Thada pastioutal experience with that near the start of the Korean 
war when the general controls were used for that oe and it soon 
appeared that those activities which were least needed were sometimes 
in the best: position not to be affected by this kind of general control, 
while those activities which were most needed were first affected by 
them. Therefore, we had to restort to a different type ef measure to 
get the kind of defense production we needed. 

What is happening to housing now under these general controls 
seems to me ate a perfect example of that. The first people rationed 
out of the market by these kinds of general controls are those that 
ought to be kept in the market, and those least affected by them are 
those least in need. 


very reluctant to start 
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The second point has to do with the housing goal point that you men- 
tioned. It seems to me that while everybody would agree that you 
cannot set an exact housing goal down to the last decimal point, that 
the very essence of national policy is that you set broad minima. ‘The 
whole purpose of housing policy in the final analysis is to meet at least 
the minimum requirements of the American people measured against 
our resources. ‘ 

Therefore, I think it’s absolutely essential to any Government policy 
that affects housing in anyway to have some clearly defined concept 
of what the minimum goal is measured against our resources and our 
other needs. 

I think the 14-percent decline in housing to the current level of 
production is far below any defensible minimum goal measured against 
the general needs of our economy. 

Third and most important of all, and tying in with the question 
of rationing of resources, I would like to read just a few figures on 
income distribution to set against the figures which were given yester- 
day on the average cost of current housing. 

ere is no exact formula as to what family can afford a house 
at what cost. I still think the ratio of 1 to 2 is pretty good. In other 
words, a $10,000 house onght not to be bought by a family with much 
less than $5,000. Families with less incomes than that will buy the 
$10,000 house or the $12,000 house if they have to. The rising cost 
of old housing indicates that there is a shortage. But they oughtn’t 
to have to. 

On the income distribution—and this will only take me a second—if 
you take families and single-person individuals, which includes the 
old person who is alone and the schoolteacher who is not married and 
so forth and so on, we have about 60 percent below $5,000. We have 
60 percent below $5,000... That is, 30 million families out of a total 
of 50 million. 

Twenty-two million out of the 50 million consumer units, including 
multiperson and single-person families, or approximately 40 percent 
plus, are below $4,000, Fifteen million, or a little less than one-third, 
are below $3,000. Eight million are below $2,000. 

The only other thing I want to read into the record is the distribu- 
tion of families not including single persons—multiple families, the 
typical American family concept. On that basis we have 4 million 
below $2,000, 8 million below $3,000, 14.5 million below $4,000, 20 mil- 
lion below $5,000. 

If you set those figures in juxtaposition to the average cost of new 
housing or even the average cost of existing housing, it is manifest 
that the current rationing of housing is moving the short supply in- 
creasingly into the area of those who, of course, we'd like to see buy 
new houses or build new houses but who don’t need them badly, and 
progressively moving out of the area of those living in substandard 
housing, or the lower middle-income groups and the low-income 
groups that. need most to be rehoused. 

Thank you. ' 

Senator Sparkman. Anyone else? 

Mr. CuarKe. I'd like to make a suggestion, Mr. Chairman, and that 
is that we take these 3 points or 3 questions that you raised and that 
we maybe start our discussion with No. 8, which is the one that Mr. 
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Keyserling just talked about, namely, the target for the number of 
new housing units a year. 

It seems to me if some kind of understanding could be arrived at 
on that one we might very readily move into the money market to 
support it. il 

I would like to take a shot at just one figure in connection with it, 
entirely aside from the question of possible markets or needs. But it 
is my own Observation that the minute we get above 1,200,000 units a 
year we run into tremendous shortages both in labor and in material 
and that seemingly our,economy just cannot support more than 1,200,- 
000 in the form of starts, entirely aside from money, simply the ques- 
tion of supplies and the skilled ince needed to build them. 

That’s my own observation. I don’t know. whether anyone else 
wants to make any comment on it or not. 

Senator Sparkman. Let me ask in that connection: We have pro- 
duced above 1,200,000, 2 or 3 times, I believe. In 1950 we had 1,420,000, 
and in 1951 we had a little above 1,200,000 ; did we not ? 

Mr. McAtutsrer. 1,396,000 I believe was the highest. 

Senator SPARKMAN, 1,396,000 was the highest / 

Mr. MoAucisrer. I think so. 

Senator SparKMAN. That was 1950; wasn’t it? 

Mr. MoAtnisrer. That was 1950; yes. 

Senator SparkmMAN. Anyhow, there have been 2 or 3 years in which 
we have exceeded - 1,200,000. 

Mr. McAuutstzr, Yes. 

Senator SPaRKMAN, Did we experience a tight labor situation and 
inaterials situation in both those years ? 

Mr. CrarKke. The actuality is in 1950 it was fantastically difficult. 
Just using one illustration that impressed me at the time, in order 
for us to get plasterers on certain jobs the plasterers insisted upon 
working Saturdays and Sundays in order to get time and a half on 
Saturday and double time on Sunday, and then they took Monday and 
Tuesday off. You either employed them that way or you didn’t em- 
ploy them. ; 

That was the type of thing that went on in 1950, and somewhat the 
same general type of thing is now going on—not that particular 
illustration, but there are great shortages of material and labor at the 
present moment. 

Mr. Turner. I built'a house in 1950. 

Senator Sparkman. Mr. Sweeney. 

Mr. Sweeney. Senator, I think you ought to delineate between the 
type of units that were built in 1950 and in subsequent years. You 
had a lot of multiunit. building in 1950 if I recall. 

Mr. Coogan, Senator, I’d like to talk to the shortage. I think that 
our pen production capacity is about double since 1950. I don’t 
think there’s any real shortage of materials. I think this year you’re 
experiencing an expanding housing economy and at the same time a 
great highway program and seh and commerical and plant con- 
struction, we're experiencing difficulties in the competitive ma- 
terials, in the materials that are being used for terrific industrial and 
commercial expansion. That is what has hit housing. 

I think that we can always count on—possibly with a slight lag— 
productio& keeping up with demand in housing materials. . 
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Senator Sprarxman. Did you want to say something, Mr. 
Keyserling ? ae 

Mr. Kryser.rnc. I wanted to say, Senator Sparkman, that this il- 
lustrates the problem I tried to mention yesterday. Let’s face it 
frankly. If we want a high employment or a nearly full employ- 
ment economy, which we’re all committed to, we'll always have tight- 
ness. The only time we won’t have tightness is if we have a much 
higher amount of unemployment slack and plant slack than either 
private or public economic policy is committed to. ‘ 

Therefore, we’re moving into a new range of economic problems 
where we have to consider how national policy can prevent great un- 
balances in the use of materials from occurring where we are pressing 
near productive capacity. 

My point is that there is relative tightness in the labor market 
and in the plant market. I do agree completely that if we built 
more housing the American economy would build up to that capacity 
very quickly, as is shown by all our past experience, and that we ought 
to put a lot more emphasis on expanding capacity. We have a lot 
of shortages now, even in steel, and that is indicated by the rise in 

rices. 
But even if it were true that our use was pressing against our re- 
sources, then we would have to decide whining we need schools as 
much as we need automobiles. I think that is a free economy. I 
thing that is what national policy is. And by the figures that I gave 
yesterday, I think that an expansion since last year of about 14 per- 
cent in industrial plant and equipment and expansion of about 14 per- 
cent in nonresidential construction and a decline of about 14 percent in 
residential construction, which is really a consumer goods, are build- 
ing up a lot of serious unbalances in the economy and that since we 


have all these tools of national policy we ought to try to get a better 
balance. 


Senator Sparkman. Mr. Mason. 

Mr. Mason. I have the figures, Senator: 1,352,200 housing starts in 
1950, and then 1951, 1952, and 1953 all were under 1,100,000. They 
were 1,020,000, 1,068,000 and 1,068,000. In 1954 again proving that 
you’re right, 1,201,000. 

Mr. Turner. Those are private starts only ? 

Mr. Mason. Those are private starts. 

Could I add something, Mr. Keyserling remarked the price on exist- 
ing homes is increasing. We find in FHA that the price on existing 
homes is dropping. We gt reports from our insuring offices, and 
about 15 percent of our offices report on low-priced homes that prices 
are dropping, against about 6 percent who say that the prices on 
existing homes are going up. 

Senator Sparkman. Over what period of time? 

Mr. Mason. This is currently. We have this in a chart, chart 1. 

Senator Sparkman. Well, they have dropped during the year? 

Mr. Mason. Yes. These are for the last several months. 


On moderate-priced homes, again 15 percent of our offices report 
declines, and about the same ‘percentage, about 5 percent, debioet Te 
creases. 

And on higher priced homes, more offices, better than 2Q percent, 
report drops in prices of higher priced houses, against about 7 per- 
cent that would show they are going up. 
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Senator SparkMAN. Those drops have generally been in recent 
months ¢ 

Mr. Mason. These are current. 

Senator SparKMAN. Very recent? 

Mr. Mason. This is right now; yes. 

Mr. CuarKke. Would that chart show what had been the situation in 
the past, in the last year or two? 

r. Mason. It shows it way back to 1947. 

Mr. CrarKke. Has that been the trend? My own observation has 
been that the price of older houses since—— 

Mr. Mason. Well, in the fall of 1954 prices on existing houses 
went up. They stayed up and dropped this year. 

Senator Sparkman. I wonder if we could include chart 1 in the 
record; and also chart 2, which has to do with new homes? 

Mr. N. We’d be very happy to. 

Senator Sparkman. I think it would be very helpful. 

(The charts referred to follow :) 


(CHart 1) 


OPINIONS FROM FHA INSURING OFFICES ON CURRENT 
TREND OF SELLING PRICES OF EXISTING HOMES 


IN FHA INSURING OFFICE CITIES, 1946-1955 
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OPINIONS FROM FHA INSURING OFFICES ON CURRENT 
TREND OF SELLING PRICES OF NEW HOMES 
IN FHA INSURING OFFICE CITIES, 1948 - 1955 
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Senator Sparkman. Dr. Fisher, do you want to ask something? 

Dr. Fisuer. I was going to ask simply for the historical perspec- 
tive on it, which he has just given. 

Senator Sparkman. Fine. It will be included in the record. 

Dr. Fisuer. I'd like to call attention to the fact that his statement 
was in the fall of 1954 the prices of existing houses rose. 

Mr. Mason. That’s = More offices reported higher prices than 


reported lower prices. You know in a country like the United States 
there’s always some part of the country where prices are going one way 
and some are going the other. 

Senator SparkMan. Mr. Wellman. 

Mr. Wetiman. I'd like to ask Mr. Mason a question as to what was 
the pattern of prices in the first half of 1955 on that chart. 

Mr, Mason. Well, on the low-priced homes there were about, 14 per- 
cent showing a decline and just about 10 percent showing an increase 
in January. From January until about August, they declined, and 
then they began to climb again. The number of people saying that 
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the price of existing homes or the number of offices that reported that 
existing home prices were dropping went in a curve up until summer 
and then increased in the fall months of this year . 

Mr. Wertman. The reason I was asking the pattern in 1955 is try- 
ing to see whether or not the relatively tight condition in the mortgage 
market was having an effect on the price of existing houses. 

Mr. Mason. I think it’s very definitely shown in this chart, Mr. 
Wellman. 

Mr. Wetiman. Because in 1954 we had easy money as far as mort- 
gages were concerned. We had relatively easy money even in the first 
quarter of 1955. 

Mr. Mason. However, we do have in new homes a steady increase 
in the costs or in the price of housing instead of this trend in existing 
homes ; that is shown in chart 2. 

Dr. Fisuer. Then is there a disparity now in the movement of prices 
of new homes as compared with existing homes? 

Mr. Mason. Yes, Dr. Fisher, there is. 

Dr. Fisuer. Existing homes are tending to decline in price and new 
homes are tending to rise? 

Mr. Mason. That’s the opinion of our directors of our insuring 
officers. 

Dr. Fisner. I think that is a very important fact, Mr. Chairman, 
and that’s why I wanted to emphasize it. 

Senator Sparkman. Mr. Clarke, I wanted to go back to your state- 
ment that 1,200,000 is just about the break-even point. You would 
not contend though that we would freeze ourselves at that figure? 

Mr. CiarKe. Oh, no. 

Senator Sparkman. Because certainly increasing population must 
be taken into account. 

Mr. Ciarke. The point, it seems to me, that needs to be seriously 
considered is the fact that on the basis of my own experience with it 
that that is thé spot at which we begin to get tightnesses, increases in 
prices, and everything else. 

If you’re going to set a target which is higher than that, which it 
seems to me the country is going to have to do in the not too far distant 
future, some thought lit. should be given to it. But I think the 


whole question of where we’re going in volume of houses is the pri- 
mary one first before we get into the question of money. 

Senator Sparkman. I wonder if there would be any dissent from 
the opinion that certain! Thee at the matter over a long range, 


1,200,000 probably woul the minimum at which the goal should 
be set if a goal is to be set. I realize 2 or 3 yesterday said we ought 
not to set any goal, just go out, if I interpret it correctly, and build 
as long as you can sell, as long as you can get the materials with which 
to build and labor and so on and so forth. 

But I wonder if anyone would dissent from the idea that certainly 
around 1,200,000 is about the minimum that we need each year. 

Mr. McAriisrer. I’d like to express a thought, Senator, that prob- 
ably 1,200,000 units in 1955 is relatively more than it seems in number. 
for the simple reason that our families are growing in size and the 
individual units are growing in size. So T don’t doubt but. what in 
1955 we built as many square feet of dwelling housing as was built in 
1950. We built less units but we probably bitilt just as much as we 
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bait that year, though I have no figures to substantiate that opinion 
of mine. 

Mr. Crarxe. If you converted the 1950 housing starts into rooms 
and the 1955 starts into rooms, I would agree with you that maybe 
we are building more this year. 

Mr. McAuuister. Yes. 

Mr. CrarKe. Because the two-bedroom house that was a big part of 
the market in 1950 is a dead duck now. 

Mr. McAuuister. One reason you can believe there is some sound- 
ness in that conclusion in the fact that the amount of money, credit, 
that is being used in the building of the 1,200,000 as compared to 
the amount of credit that was used in the building of the 1,350,000 
or whatever the number may be is relatively more in proportion even 
to the increased cost of construction. 

Senator SparKMANn. Dr. Fisher. 

Dr. Fisner. Mr. Chairman, I have been trying to exercise great 
restraint, but I am afraid I have have to make some observations 
here. 

Senator Sparkman. I hope you'll break loose. 

Dr. Fisuer. First I need like to ask Mr. Mason if this survey 


he’s been talking about is based upon samples in the various districts, 
or is it subjective opinion of the directors ? 

Mr. Mason. It’s the subjective opinion of the insuring office 
directors. 

Dr. Fisuer. And not based upon a study of samples ? 

Mr. Mason. That’s right. 


Dr. Fisuer. With respect to this quota, I have a good deal of con- 


cern and what I have to say about it I say with a great deal of con- 
viction. I have tried to emphasize during the entire proceedings that 
this is a complicated market, and I take it that most of our discussion 
here is directed toward an understanding of mortgage and housing 
markets and not toward an understanding of social need or that volume 
of construction which should be promoted by the Government in order 
to meet a social need. 

I’m not trying to deprecate that aspect of our governmental housing 
policy, but it is not a part of the housing market as we are now dis- 
cussing it, as I take it. 

We’re talking about the behavior of the private housing market 
as expressed in prices, rents, the cost of construction, and the forma- 
tion of private capital. Therefore, our attention must be directed 
not toward some standard of housing which we think desirable for 
all American families but it must be directed toward what is the 
capacity of the market to absorb new construction and what is the 
market doing with respect to the existing stock of housing. 

I have tried to emphasize in my questions during the past 2 days 
that we have a great many more existing houses than we build in any 
decade. I think that the figures now run something like 45 million 
existing nonfarm dwelling units, and we talk about building 1,200,000 
a year. : c 

ye the postwar period we have been in a housing situation in which 
there was a seller’s market. There had been such an expansion of 
demand for the services of housing facilities during the war and in the 
early postwar period that we a great shortage so-called—I quote 
“shortage”—of housing facilities, and we were in a seller’s market. 
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The potential purchaser of housing services, whether he was a renter 
or a homeowner so-called, owner occupant, had little choice. He went 
into the market and he paid prevailing prices. 

What determined the price in most instances with respect to exist- 
ing housing—and I suspect with respect to new housing to a much 
greater extent than we have recognized—was not the cost of construc- 
tion but was the ability of the borrower to pay in terms of a down- 
payment and so much per month. Those terms were much more 
liberal with respect to new housing than they were with respect to 
existing housing. 

In such a market, it seems to me that there is a tendency—and I 
asked the question yesterday and I have not yet received an answer— 
for liberalization of mortgage terms to be capitalized in the price of 
existing housing as well as in the price of new construction. There- 
fore, it may be that the liberalization of mortgage terms which we 
have seen since the war have been partly capitalized in price. 

If we should come from area to area or by area to area to a situation 
in which there is a continued divergence between the price of existing 
houses and the -s of new construction, we would come in such an 
area and at such a time to a point where the price of existing con- 
struction would make it much more difficult at least to sell new con- 
struction even with the very liberal mortgage terms which we have. 

If we move into a buyer’s market, in other words, at any time or in 
any place, there will be a tendency certainly for the price of existing 
construction to control the market, and it will be much more difficult 
to sell new construction at prices which will be sufficient to cover the 
cost of construction. 

It seems to me that it’s very difficult if not impossible to set a goal 
or to set a quota and say that next year we should build or we will 
build or we will manipulate Government-guaranteed mortgage credit 
in such a way as to produce 1,200,000 or any other figure of housing 
that you want to set, if by that we mean that regardless of what the 
market does we’re going to produce that number of houses. 

I’m sorry, but I just had to get that off my conscience. 

Mr. Keysrrtinc. Well, I have the greatest respect for Dr. Fisher’s 
knowledge of housing, and it would be presumptuous of me to try to 
define the scope of any inquiry, but I think his definition of the problem 
excludes the problem from consideration, because every national policy 
affects markets. Either it’s directed toward stabilizing them, toward 
expanding them, or toward contracting them in terms of national 
needs. And that’s what all national housing policy is about. 

If you start by saying that the right amount of housing is the amount 
determined by the market, you beg the whole question. There’s no 
use having inquiries. There’s no use hearing Government: officials. 
There’s no use doing anything. Whatever the market determines 
will prevail. 

I’m for the free market up to a point, but I’ve been in this business 
of participating in inquiries of this matter for 22 years, and from 
the very beginning the objective of any national concern with housing 
policy is to bring the market into some line with the economic and—I’m 
not ashamed to use the word—social needs of the country. 

The problem begins just at the point where the market does: not 
adequately serve our economic and other needs, and therefore I think 
that saying that we can’t set any targets because the market may not 
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meet them—we don’t do that with respect to defense. Should we 
say that the farm income should be determined by what the farmer can 
yield in the market? 

I don’t want to make a stump speech, but it seems to me we’re taking 
a field which is extremely important to the country and excluding the 
problem from the inquiry if we limit it to what the market is doing 
or toa forecast of what the market will do. 

Senator Sparkman. Mr, Turner. 

Mr. Turner. Senator, the thoughts which I had prepared in re- 
sponse to your request of last night are appropriate to what’s just 
been said, and if it’s agreeable to you I might express them now. 

Senator SparKMAN. I’d be very glad to have you do that. 

Mr. Turner. Most of our discussion so far has been I think rather 
narrowly focused both as to area of economic activity and as to time. 
We have been concerned chiefly with developments in the residential 
mortgage markets over the span of a year or so, partly past, partly 
future. 

I would like to suggest that we look at the home construction and 
financing industries in a broader economic setting and with a longer 
time perspective. 

The point has been repeatedly made that home construction is a 
form of activity which has the highest priority and that we should 
set social goals. I think in a general sense this is a statement with 
which we all generally agree, but I do think it’s appropriate to think 
out pretty carefully just what we mean by appropriate goals and 
what we mean by highset priority. 

Clearly, adequate housing for all American families is a highly 
important social goal. It’s equally clear that acquisition of a home 


under the best of circumstances is an extremely difficult. accomplish- 
ment for most American families, and Government does have a respon- 
sibility to assist those who need meres acquire a home of their own. 


But I think we’d also agree that the housing goal does not have an 
overriding priority over all other forms of production and consump- 
tion. Adequate housing is one of the many important social goals 
and should be given its proper emphasis relative to other goals. 

I think we’d also agree that Government’s responsibility for achiev- 
ing this housing goal does not extend to the point of maximizing 
housing construction regardless of the preferences of consumers or 
of general economic consequences. 

With respect to this latter point, let me make clear that I personally 
do not subscribe a hundred percent to the consumer-sovereignty doc- 
trine which some economists accept as the proper sole determinant 
of economic activity and which may have been implicit in Professor 
Fisher’s statement. 

I do think that consumers can and often do make more rational 
decisions when they act collectively via Government than they do 
when they act as individuals. But few of us would insist that Gov- 
ernment should play a dominant role in determining the allocation 
of resources, which means the allocation of incomes among alternative 
forms of expenditure. This would assign to collective decision mak- 
ing a beneficent wisdom which anyone who has been in the Govern- 
ment for a while knows that Government simply does not possess. 





MORTGAGE MARKET PROBLEMS 115 


To put it bluntly, I believe, and I think most of us here agree, that 
American consumers within fairly broad limits should have the privi- 
lege of spending their incomes as they see fit. 

What’s the relevance of this rather abstract talk to the topic under 
discussion? For 10 years now we have had in this country—and 
I’m referring only to the last 10 years because in the prewar housing 
program I was in a quite different setting—for the last 10 years we 
have had in this country a housing program which by the stimulus 
of Government insurance and Government guaranties has devoted 
a larger share of our productive resources to housing than would have 
occurred under free market conditions. American consumers because 
of this collective decision of Government have been led to spend a 
larger portion of their incomes for housing than they would have 
spent in the absence of this stimulus. 

Let me repeat that in very large measure this policy action of 
Government has been sound and wise, especially in the early postwar 
years when the physical supply of housing was critically short and 
demand was urgent. But, like all good things, it can be overdone, 
and there is some evidence in my mind that it has been overdone in 
the last few years. 

The demand for housing is immediately determined by, largely, 
income and financial factors. But behind these factors are certain 
real factors which have a more fundamental long-run influence. I'd 
like to classify these fundamental factors into 4 groups—or, rather, 
into 6 groups—as follows: 

1. Net family formation, which is a product of population develop- 
ments and marriage rates, and so forth. 

2. The degree of doubling up of families. 

3. The degree of house occupancy by single individuals. 

4. Multiple home ownership, which is not very important. 

5. Losses from the housing stock due to fire, storm, and other unin- 
tentional causes. 

6. Intentional removals from the housing stock due to obsolescence, 
wear and tear, public improvements, and so forth. 

This latter factor, of course, is peculiarly related to income factors. 

When we came out of World War II, all six of these forces were 
powerful stimulants to housing construction. Since then, however, 
net family formation has declined to a level roughly half the present 
level of starts. The proportion of doubled-up families has declined 
from about 8 percent in the immediate postwar period to something 
less than 3 percent now, probably not far above normal. 

House occupancy by single individuals, chiefly older people receiv- 
ing social-security annuities, has increased substantially. 

I might say, incidentally, that the figures supporting these state- 
ments are given in an article in the May Federal Reserve Bulletin, 
and I won’t attempt to repeat them here. 

Multiple homeownership is still quantitatively unimportant in this 
country. 

Loteee from unintentional causes remove from the housing stock 
their annual toll of 100,000 or so. 

Only the last factor, intentional removals, that is, upgrading in the 
quality of housing, remains as an expanding factor. This has been 
true for the last 2 or 3 years, and it seems probable it will continue 
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to be the case for several more years to come until some time in the 
1960’s when net family formation turns up again. 

Upgrading in the quality of housing is a tremendously desirable 
objective, but it does not follow that a Ccaiie program of 1.2 or 1.5 
million units has the same degree of urgency that that number had a 
few years ago when all six of these factors were strong. 

Actually, what have we done in the last 5 years? We have, via the 
stimulus of Government insurance and guaranties, encouraged the 
American people to finance a substantial house-building program by 
going into debt. As the Federal Reserve figures of yesterday showed, 
residential mortgage debt has doubled in the past 5 years. It has 
increased from 22 percent of disposable personal income to 33 percent. 
T don’t know et es or not 33 percent is or is not an excessively high 
figure. I doubt that itis. But it’s manifestly impossible to continue 
indefinitely to stimulate housing by doubling mortgage debt every 
5 years. 

"Sere particularly, is it appropriate to continue to stimulate private- 
debt expansion at a time ate resources are fully utilized and further 
stimulus is likely to result only in the same house for more money ? 

What I am arguing for is an orderly growth in the housebuilding 
industry geared to the rate of family formation and all these other 
factors which affect the real need for housing, and geared to the 
growth in real incomes. 

Orderly growth may mean reducing the degree of stimulus when 
some types of demand are temporarily satisfied and when consumers 
show an inclination to expand rapidly their rate of spending for other 
things than housing. 

Indeed, if Government activities are to have any contracyclical 
effect, it is axiomatic that the degree of stimulus should be increased 
in times of declining demand but also reduced in times of expanding 
demand. We could argue at great length about the precise appropri- 
ateness and timing of the credit-control activities of the Federal Re- 
serve and other responsible agencies. But whether or not we agree 
as to details, we should all agree that, taking all economic goals into 
consideration, proper policy does not necessarily call for complete 
and unremitting stimulus to housing. 

What I’m suggesting is that the immediate problem which we dis- 
cussed at length yesterday needs to be considered not only in terms of its 
very short-run consequences but also in terms of its relationship to a 
a run, sound housing program and to economic policy in the 
overall. 

From this point of view, it seems to me that broad outlines of pres- 
ent policy do not seem to be inconsistent with our long-run objective. 

If the demand for housing rests on such a narrow that an in- 
crease in VA downpayments from zero to 2 percent devastates the 
housing market, something is fundamentally wrong. 

Senator Sparkman. Mr. Coogan. 

Mr. Cooean. Mr. Chairman, I don’t want to argue with or dispute 
Dr. Turner, but I do question his statement that housing is taking a 
larger proportionate share of the consumer’s dollar. The latest 
studies I have seen on that show that housing is taking a proportion- 
ately lesser proportion of the consumer’s dollar in the last few years. 

r. Turner. I said was taking a larger proportion than it would 
have taken in the absence of this Government stimulus. 
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Mr. Coogan. Your fundamental thesis I can’t agree with. First 
off, homeownership under the sponsorship of FHA and later VA has 
made it possible for people to own homes at a monthly payment less 
than any rent for any comparable quarters. That is, they’re in the 
form of forced saving. I think you’re treating it as an out-of-pocket 
expense when actually it’s a form of effective saving for the home 
buyer. 

One of the problems we’re going to develop out of this homeowner- 
ship program is going to be the problem of rental housing, because, 
being an owner of some rental property, I just can’t compete with 
homeownership. I have to charge $65 a month for a 1-bedroom 
apartment, and the people can go around the corner and buy a house 
on a 60 by 110-foot lot, three bedrooms, range, and refrigerator and 
their monthly payment is less than my rent for a 1-bedroom apart- 
ment. So, consequently, I can’t keep tenants. 

But I still think it’s a fine thing for people that are doing it. I 
don’t think we can argue against that. 

I do want to say, Senator, that brings up one thing that I think is 
very important for you. That is the lack of available statistics and 
figures and data on the housing need and the proportionate dollar. 
At this table you have some very eminent authorities in their field, 
and all of them admit their lack of basic knowledge on the necessary 
statistics of just what is going on. . 

I think that’s very basic to an industry as large as ours. Id like to 
quote Dr. Fisher’s statement made some years ago that the Govern- 
ment spends more money on gathering statistics on the peanut crop 
than it does on housing. Am Taustine you correctly ? 


Dr. Fisuer. I haven’t checked the budget for the last year so I 
wouldn’t be sure that that’s true now, but it has been in the past. 

Mr. Coogan. But I do want to add one more thing. One of the 
problems, Senator, on the easy Soe which I approve of as 


you know, is when you ease the length of the term to ease the burden 
on the home buyer it’s frequently translated into larger houses. I 
don’t know how you’re going to guard against that. en you try to 
make it easier for the average purchaser to buy a $12,000 house by 
stretching payments over 25 to 30 years to reduce his debt burden, he 
immediately moves up to a $14,000 house and keeps the debt burden 
equally large. 

Mr. Turner. Really, Mr. Coogan, what I was saying was when 
people could buy houses with zero downpayment the chances are they 
are going to buy and build more houses than when they have to pay 
10 or 20 percent downpayment. 

Mr. Coogan. It doesn’t make any difference. Shouldn’t we make it 
easier for them ? . 

Mr. Turner. That’s not the point. My only point was that we’re 
devoting a larger proportion of our resources to housing as a result 
of the low downpayment. 

Mr. Coogan. That’s right, and it’s been very effective. The defaults 
and delinquencies on the no downpayment show no marked difference 
from those with substantial equity. 

Senator Sparkman. May I just offer a comment there with refer- 
ence to Mr. Turner’s reference to the doubling of home mortgages in 5 
years’ time? Has there been taken into consideration the extension 
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of homeownership when you speak of that doubling? In other words, 
it’s just a doubling of the dollar amount, not a doubling of the burden 
carried per capita? 

Mr. Turner. Not per family, no. 

Senator Sparkman. As a matter of fact, am I correct in my under- 
standing that percentagewise that has remained pretty much the same? 

Mr. Turner. Well, certainly the number of families hasn’t doubled 
in the last 5 years. 

Senator Sparkman. No, but homeownership hasn’t doubled. It has 
gone - sharply. 

Mr. Turner. The increase per family in constant dollars would be a 
good deal less than double. It would still be a substantial increase. 

Senator Sparkman. A substantial increase regardless? 

Dr. Fisher. 

Dr. Fisuer. I just want to supplement what Mr. Coogan was good 
enough to say about the need for information in this field. We have 
been talking here today and yesterday in terms of dollars—amounts, 
magnitudes—that are significant. Notwithstanding the fact that we 
spend less money for housing research and for getting the facts about 
housing markets, when we talk about housing and housing markets 
we’re not talking in terms of peanuts. We’re talking in large amounts. 

Both yesterday and today I have asked several questions about the 
‘behavior of prices of existing construction, and no one has had any 
information on it. Here’s a great blank in our economic knowledge 
or understanding, and it’s a blank that needs to be filled. We need an 
index of the behavior of prices of housing, housing facilities. 

We have an index of rents which is adequate for some purposes but 
very inadequate for study of behavior of housing markets. 

We need also an index of prices by size of house, by location, and by 
price range. 

Secondly, we need much more adequate information about the rate 
of utilization of our existing stock. 

Let me remind you again, if I may, that the existing stock includes 
all the houses that are completed, that more than 60 percent of mort- 
gage funds are invested in the existing stock. About 99.34 percent of 
outstanding balances on mortgages are on the standing stock. But we 
have very little information, almost none, about the rate of utilization 
of the standing stock. 

The Census Bureau has recently issued the first comprehensive 
report of its survey of vacancies. Vacancies is the best indication of 
the rate of utilization of the standing stock that we have. . But this isa 
tentative and a small-scale undertaking compared with the significance 
of the data. I’m sorry to have to say, Senator Sparkman, that the 
Census Bureau proposed a study, an extensive survey of the housing 
situation, in 1955, but did not receive appropriations from Congress 
to make this survey. 

T make an earnest plea, therefore, for consideration of the desir- 
ability of expanding our stock of information with respect to the 
standing stock. 

Senator Sparkman. Going back to this mortgage increase again, 
I’d like it to be a little more definite than was contained in Mr. 
Turner’s statement. I have run across this table, which I assume is 
correct, which shows the housing expenses during the 5 years selected— 
1929, 1935, 1940, 1950, 1954. 
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There is a comparative table showing personal consumption expend- 
itures in billions during the same time as follows: 


Housing expenses as a percentage of personal-consumption expendi- 
tures was as follows: 


I realize that is not completely analogous with his statement, but 
I think it does throw some light on how we’re spending money for 
housing as compared to our expenditure for consumer items. It has 
remained fairly uniform. 

It would seem to me that I’d be safe in drawing the inference that 
if our expenditure for housing, which I think would be fairly reflected 
by the mortgage debt, is dangerous, that certainly it’s time for us to 
be looking into our sharp increase in indebtedness for consumer items. 

Mr. Turner. I would agree. I’m not necessarily prepared to say 
that this $89 billion residential mortgage debt is dangerous. As I 
said, I don’t think it is. 

Senator Sparkman. But I did gather from what you said that you 
thought that the rate of acceleration was dangerous. 

Mr. Turner. Is one that cannot be continued indefinitely. 

Senator SparKMaAN. You would say the same thing with reference 
to our increase in installment credit, would you not? 

Mr, Turner. Certainly. 

Senator SPARKMAN. OF course, as I see it, one thing that has 
developed here has been how the two stand out together in sharp 
contrast so far as these controls, regulations, and rediscount rates are 
concerned. 

Mr. Turner. Yesterday I did a little calculation on the increase in 
outstanding mortgage debt from September 30 to September 30, and 
the increase in outstanding total consumer credit for the same period 
of time. They were both almost exactly 19 percent. Since Sep- 
tember 30, it may have diverged. I don’t know. 

Senator SparkMANn. Anyone else want to say something on this 
subject ? 

Mr. Brown. I did want to comment on two statements made by Mr. 
Coogan. I can’t agree with him completely, from some of the experi- 
ence we have had. One is that investors would prefer to see loans 
made on the maximum terms, so that they get a greater discount and 
thus a greater yield. Although that may be true of some, I don’t 
think it is entirely true. I think a good number would rather See a 
little more equity and the terms restricted to something around 25 
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years, even though it means they buy the loans at 98 instead of 97 
and 96. 

Secondly, that there has been no established relationship between 
the experience on loans made with no downpayment and the delin- 
quency or foreclosure rate. I think it might be interesting just to 
comment that in our own experience we found a very direct relation- 
ship. We had a—I am sorry I can’t quote the figures exactly—pre- 
dominance of our delinquent loans concentrated in the no downpay- 
ment category, and also the loans that have finally gone to foreclosure 
have been disproportionately in the loans made with a minimum of 
equity. It is not a broad enough experience, I will have to admit, so 
that it can be related to overall VA experience, but from our own 
information, and based only on the loans we have made, we found that 
is definitely true. The foreclosure is expensive for us, and it certainly 
is the last thing in the world that is good for the homeowner himanld 
I did not want Mr. Coogan’s comment to go without at least expressing 
that experience. 

Senator Sparkman. Thank you, Mr. Brown. If we can move on 
now to something else—I suppose they are all tied together very 
closely—this question of where we are going to get mortgage money 
to finance whatever the program may be in housing. 

I want to bring up something here, if I may, that was dealt with 
to some extent yesterday, but I feel not quite enough. Mr. McAllister, 
this has to do with your segment. I think one very significant point 
that we may miss from time to time is the extent to which the savings 
and loan associations carry the mortgage load for home construction. 
I believe your figure runs pretty close to 40 percent, does it not, at 
the present time ? 

Mr. McAtuisrer. Yes, sir. 

Senator Sparkman. So that becomes, I suppose, the biggest single 
agency in the mortgage and financing field. Therefore, it would seem 
to me—and I don’t believe we spent much time on this yesterday—that 
perhaps the practices that you adopt, the policies that the Board 
adopts, would have a very heavy impact on the housing program as 
a aaa We talked about VA regulations and the F regulations 
and the action on the part of the Federal Reserve Board, but I would 
like to take up just briefly a little more of the actions that you took. 
Now let me see if I recall correctly. In your letter of—I have for- 
gotten the date. It was September 9, was it not, when you put out 
this letter advising them to make new mortgages out of savings and 
loan repayments ? 

Mr. McAuuister. Yes; that was was about September 8. July 18 was 
the first letter that was sent. 

Senator SparkMaNn. That was more or less an advisory letter? 

Mr. McAuuisrer. Yes, sir. 

Senator Sparkman. And September 8, you put out this letter. Does 
it amount toa direction? Is it a directive? 

Mr. McAuister. Yes. 

Senator Sparkman. Directing the member banks, and through them 
the savings and loan associations, to make new mortgage money availa- 
ble only out of new savings and loan repayments. 

Mr. McAuuisrer. Yes, sir. 

Senator Sparkman. Then after that you released them so far as 
fulfilling outstanding commitments were concerned; is that correct? 
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Mr. McAuuister. Well, we said that credit from the bank system 
would be available to take care of outstanding commitments as of 
September 8. 

Senator SparKMAN. Yes; that is what I mean. 

Mr. McAtuisrer. But that they wouldn’t borrow for any commit- 
ments that they made after September 8. 

Senator Sparkman. That continues to be the policy now? 

Mr. McAuuister. Up to now; yes, sir. 

Senator Sparkman. My attention has been called to an article in 
the New York Herald Tribune. I wonder if you saw it. I think I 
will just read the article into the record. The writer was Donald L. 
Rogers. The date I do not have, but it is recent, because it deals with 
these various actions taken. 


You read in the business publications that credit has been tightened, but there 
is little evidence of it. The moneylenders and credit givers are busier now than 
they have ever been, and they are going to keep on that way, credit restraints 
notwithstanding. 

It is interesting to speculate on how much credit there would be at this time 
if the Federal Reserve hadn’t called a slowdown. If you are interested in a 
mortgage, that is, interested in buying a home, you shouldn’t have much trouble, 
no matter how they say credit has become. The savings banks aren’t being 
stingy with their mortgages. It is fairly easy to get one if you have the sufficient 
downpayment and can indicate reasonable ability to repay your loan. There is 
a reason for this, and perhaps it is a key to the whole credit picture. Also, it 
may be a key to the whole prosperity picture, and as such dangerous to tamper 
with. History shows that in the past any references to restrained credit inflation 
have invariably provoked some 6 or 9 months later a sloughing off of business 
activity. This time the savings banks may be quietly averting that seemingly 
inevitable fate. 

You will be reading in the months ahead how the monetary authorities are 
tightening up on mortgage credit and how banks are going to be required to be 
more selective in issuing their mortgages, demanding bigger down payments. 
But here is a prediction. Savings banks aren’t going to be either so selective as 
you will be led to believe, and the downpayments won’t be as tough as you might 
think. On the other hand, savings and loan associations, the outfits that finance 
well over a third of the new homes, will be forced to be both more selective and 
less generous with their mortgages. That is because the Federal Loan Board 
has served notice that the associations will have to finance new mortgages out of 
money at hand and will no longer be able to borrow from the Board. 

It is quite a different story with the savings banks. It is important to savings 
banks to maintain an attractive dividend rate so as to retain old deposits and 
attract new ones. Like the savings and loan associations, the savings banks have 
learned that in order to pay high dividend rates it is necessary to have a high 
percentage of investments in mortgages. These yield greater returns than the 
securities that savings banks are permitted to buy, and they surpass Government 
bonds for turning a bank profit. Thus savings banks are going to be on the 
lookout for customers who want mortgages. There is already evidence of this 
in the fact that some savings banks have been selling their corporate securities 
to get cash. They sell corporates because many of their Government bonds are 
currently selling for less than they paid for them. They want the cash so they 
can sell mortgages, with their good yields. The savings bank people figure this 
is a good time to expand mortgage activity because the savings and loan asso- 
ciations have been trimmed back and the commercial banks are retreating from 
the mortgage market. 

Considering that new construction is one of the two most important props to 
our prosperity—the other is automobile production—these developments are 
important. 


Mr. Morgan. Senator Sparkman, may I interpose just one question? 
Don’t you think we have got a pretty good representative on that 
particular paper? Don’t you think he is doing a pretty good. job 
selling our savings banks ? 

Senator Sparkman. I wondered if they charge you advertising. 
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Mr. McAuutsrer. I will take exception to certain portions of that 
article as they relate to the Home Loan Bank, because frankly the 
amount of credit that savings and loan associations have borrowed—in 
other words, take the figures as it stand today, $1,350 million. That 
is the amount of money that they have borrowed from the bank sys- 
tem. That represents less than 44% percent of their savings. In other 
words, they have used credit only to the maximum amount of 414 per- 
cent of their savings. And if you will take that group of associations, 
which represents only about half of the members of the Bank System 
who borrow, the other half do not. There are 4,300 members in the 
Bank System. There are 2,300 borrowers. So there are 2,000 that 
haven’t borrowed. And if you wil take the borrowers alone and com- 
pare their borrowings from the Bank System in relation to their 
savings, it represents about 7144 percent on the part of the borrowers. 
So that frankly the amount of credit that the members of the system 
have gotten from the system, compared to the overall amount of home 
mortgage credit, it is a comparatively insignificant percentage. 

It is important that we ease up and make standby credit available 
to the associations. That is what we are studying and are going to 
probably take certain action on in the course of a very short period of 
time. I have the bank presidents coming in here tomorrow and the 
next day to discuss that very problem. 

For instance, a builder goes to an association, and the association 
has its schedule of loan repayments. They know what their contem- 
plated loan payments are for the next 6 months. They know the rate 
at which savings have been going, and they have a pretty accurate 
budget as to what they can reasonably anticipate receiving during the 
months, let’s say, of December, January, February, and March. The 
builder comes in and says: “Now, I would like to build 25 houses. 
The amount of credit that I need is $10,000 for each one of them. 
Here is a total of $250,000.” And we will just say everything else 
is satisfactory and the association would in the normal course of 
events extend that credit to the builder. However, that association 
has commitments outstanding to where this $250,000 additional credit 
becomes a marginal proposition. They are wondering whether or 
not they have been reasonably conservative in estimating their in- 
come and their loan payments. If they can have standby credit from 
the Bank System, they will make that deal. Without standby credit 
from the Bank System they will say, “That probably might be running 
too close, and we won't take you on.” That is the reason standby 
credit from the Bank System is important for the associations, be- 
cause it means that if they have calculated wrong—and you can’t al- 
ways tell what people are going to do in advance—they then know 
wheer there is a source of credit that is available to them. And we 
inost assurredly regard that as one of the proper functions of the 
Bank System. 

Senator SparKMAN. May I ask with reference to these 2,000 associa- 
tions that do not borrow—in other words, they are already following 
the policy that you have outlined ? 

Mr. McA.uisrer. I would say that generally speaking the number 
of borrowers will average, on the basis of the 4,300, somewhere around 
2,000. Now it is 2,300. In other words, we have had more borrowers 
this year, especially since, you might say, the 1st of June. 
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Senator SparKMAN. It is not the same banks all the time? They 
all borrow at some time ? 

Mr. McAuuisrer. Many of them do not. Many of them do not 
borrow at all, 

Senator SparKMan. That is what I mean. Asa policy they do not? 

Mr. McAuuisrer. Asa policy many of them do not, but at the present 
time we have a little more than half of them who are borrowers from 
the bank system. They may or may not be the same ones. However, 
there are a good many of them that make a constant practice of 
borrowing from the bank system. 

Senator Sparkman. Is it fair to say that your policy is one that 
relates to the general conduct of the associations, rather than having 
a direct impact upon the housing program as such / 

Mr. McAutuisrer. I wouldn’t say that, Senator. I will admit 
that—— 

Senator SparKMAN. A little of each. 

Mr. McAuuister. The restriction that was imposed was rather 
startling and has had an effect upon many associations, much more 
than we had anticipated. We have had associations who haven’t 
borrowed from the bank system at all and who haven’t used commer- 
cial bank credit at all, who have restricted severely their lending. But 
that is only a matter that is going to last a short time, because the 
institutions like to maintain a steady rate of dividend payment of 
money for the use of money, and if they permit too large a proportion 
of their savings to accumulate and not go to work, they are going to 
have to reduce their dividend rate. Consequently, if the money piles 
up for a few months, I am certain that such portion of it above what 
is regarded as a reasonable requirement of liquidity will be loaned. 

Senator Sparkman. Does this policy apply to construction credit 
as well as long-term mortgage credit? 

Mr. McAtuister. It is more important in construction credit than 
it is in long term, that is, in the so-called conventional loan, because 
the conventional-loan customer comes in from day to day, and his 
commitment isn’t a long-time commitment. You simply agree to 
make him a Joan, and as soon as the papers can be prepared and title 
examined the money is paid out. You know where you stand. But 
it is the construction proposition that takes a minimum cf 4 months, 
and generally 6 months, so you are contemplating an obligation against 
an anticipated receipt of savings and repayments. You can’t always 
guess it right. 

Senator Sparkman. Mr. Morgan, since your industry was brought 
prominently into the article, do you care to comment ? 

Mr. Morean. I think it is perfectly fair to say that it is only from 
the savings of the people that a number of us can actually make any 
loans; in other words, the life-insurance companies to the extent of 
their receipts from their policyholders, and clearly the savings and 
loan associations. The savings banks themselves borrow no money. 
I know of only 1 or 2 that have ever borrowed any money. Therefore, 
we do not have any other source of funds for the purchase of mortgages 
other than that which comes from ey nae May I say that at this 
time—I should say in the last.2 or 3 months—the savings picture has 


become spotty. e increase in savings is not uniform the way it 
has been for the years.following World War II, and as to those of 
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us who have some of those funds to invest, we are a little bit careful 
to be sure what that trend is going to continue to be. It is quite con- 
ceivable that the public as a whole has come to the conclusion that 
they will rely on their pension money, and maybe our pension money 
is going to other people and other managers are now investing that 
money, and those other managers have been accustomed to putting 
their money not into mortgages but in other types of investments. 
Therefore, I would assume that this group would be very interested 
in what the pension managers might want to do with the funds en- 
trusted to them. Obviously, one of the single largest sources of money 
is not now attracted to the mortgage business, but clearly those who 
represent the holders of savings funds have got to be careful that we 
do not take it for granted that the public will always want to be putting 
money in. Sometimes they will want to take it out. 

Senator Sparkman. Anyone want to comment on any phase of this? 
Mr. Wellman, you are in the savings and loan business. 

Mr. Wetiman. I think that the problem of the Federal home-loan 
bank’s letter of September is a problem basically in timing. I think 
it is the same kind of a problem that we have had on the VA and the 
FHA tightness in amortization and downpayment, and I would say 
that the real problem of the home-loan bank’s restriction is not in terms 
of the dollar amounts that are affected but is predominantly a problem, 
as Mr. McAllister pointed out, in the psychological impact of such a 
restriction. 

I concur with the Home Loan Bank Board that something had to be 
done. The rate at which advances were increasing, as well as the 
rate at which warehousing arrangements were increasing in commer- 


cial banks, was primarily evidence, and very strong evidence, that we 
were attempting to handle a mortgage debt volume greater than there 
was savings to handle it, and that as responsible authorities you simply 
can’t sit there and watch that kind of a short-term credit picture mount 
month after month. But I also feel that the Federal Home Loan 
Bank Board should have restricted lines of credit earlier in the year, 
as I also feel the VA and FHA should have restricted Gownpey sents 


and terms earlier in the year, so that we would not have ended up at 
pcg’ -~ of the year with the congestion in the mortgage market that 
we aid. 

Mr. McAuxuisrer. Mr. Chairman, I would like to just make one 
additional observation to what Mr. Wellman has said, and that is 
that when savings and loan associations borrow, if they were to borrow 
as a consistent proposition, as a consistent practice, or when life- 
insurance companies enter into agreements to warehouse mo 
or anybody warehousing mortgages, practically what we are doing 
is simply providing for an pnenee of business today that will be 
financed out of the savings of tomorrow, and we are profiting today 
out of a transaction that logically should be transacted tomorrow. 
And if we do too much of that—a certain amount of it all along may 
be all right, but if we do too much of it there comes a time when we 
just simply must have a slackening so that the savings as they accumu- 
late can retire the obligations that have been aaa 

Mr. Cooean. Mr. Chairman, I would like to add te Mr. McAllister’s 
statement. There is one other reason for warehousing. I think that 
Mr. Morgan touched on it without going into it. A lot of banks that 
entered into commitments a year ago, based on their general increase 
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in savings and their rollover and amortization funds, were faced with 
heavy withdrawals this spring. When the commitments came due, 
when it came time for them to pick up their loans, the savings banks 
didn’t have the cash to pick up their commitments that they entered 
into in good faith and based on prudent management. Unfortunately, 
the savings banks don’t have the home-loan bank or rediscount facility. 
So their only device is to resort to commercial-bank loans or a type of 
warehousing to carry those loans until such time as the money comes 
in to pick them up. That frequently can happen in all types of 
investment institutions. The warehousing as such is a necessary 
facility to tide them over. What I am trying to say is that it isn’t 
always used as an inflationary device. 

Mr. McAuuisrer. I agree with you there. 

Senator SparKMAN. Mr. Wellman. 

Mr. Wetiman. I feel we sometimes take idealistic positions or what 
you might call purist positions. We sometimes take the idea that we 
under no circumstances show any short-term bank credit entering the 
long-term investment market, or vice versa, where you get off into a 
lot of academic argument. I don’t think there is any question in a 
national mortenge market, where we have a highly organized—at least 
in terms of what it was 20 years ago—secondary market, and a large 
volume of construction activity, there has to be a volume of short-term 
credit to make the thing work. It is a lubricant to the machinery. 
If we didn’t have it, the thing would lock on us periodically. The 
basic problem isn’t whether it is immoral or improper for there to be 
short-term bank credit in the mortgage business. We have to have it. 
What is questionable—and it goes to the matter of general economic 
policy—is whether we are going to stimulate mortgage debt by the 
use of short-term bank credit at an increasing rate when all other 
sectors of the economy are pressing on the credit stream or the credit 
pool. That is exactly the position we found ourselves in in the second 
half of 1954 and the first part of 1955. We were talking in January 
of what the market could absorb—a million and a half housing units, 
and that was fine, because consumers weren’t borrowing a lot of money. 
The volume of excess reserves in the Federal Reserve System was a 
lot stronger in the first part of 1954. Banks were buying securities 
from the so-called long-term lenders and by that device in effect 
making bank credit available to mortgages. But when we got into 
1955 the consumer-credit picture changed, and, unlike mortgage credit, 
consumer credit didn’t enter 1955 at full tilt, but mortgage credit did. 
All these other demands started to develop, and the Federal Reserve 
started—and I think properly so—to apply their controls. Now we 
end up with a congested mortgage market. 

My only point is that if we are going to do these things—and I think 
we have to do them—we should do a little better timing job, and we 
should do it a little earlier than we do it. We should recognize the 
peculiarities of mortgage credit and give cognizance and recogni- 
tion to those peculiarities, so that we don’t lock this machinery. I 
don’t think it serves the public in any sense of the word to throw a lot 
of mortgages on the market so they can sell out in California at 93 or 94. 
I don’t think that is serving the public interest. I think it is a lot more 
important that there be a smooth secondary market which takes cog- 
nizance of all the other aspects of our economy than it is to do'as we 
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have been doing. I frankly don’t think we have been doing too wel] 
at it. 

Mr. Morean. Senator, I would just like to support what has just 
been said. It seems to me that the mallet was used on this business. 
Anything such as long-term credit only needs a nudge. It doesn’t 
need a mallet. There were a number of things that were done, most 
of which could have been done earlier and in less degree. Clearly, the 
closing costs could have been eliminated from the VA loan earlier. 
They should have been. Clearly, the attitude toward certain types of 
warehousing could have been more pronounced and could have been 
taken earlier. Clearly, the Home Loan Bank Board itself could have 
acted earlier, and perhaps, therefore, not as harshly as the industry 
has indicated. Clearly FHA and VA could have raised the require- 
ments, if they so sought, earlier and in less degree perhaps, although 
it would be a little hard to do it in less than 2 years. 

Senator SparkMAN. Mr. Coogan, do you want to say something’ 

Mr. Coocan. Yes. I also support Mr. Wellman, but I disagree 
with the point that I think was implied. Asa matter of fact, I was 
the one that advocated the removal of the no downpayment as far back 
as January. But it disturbs me in New York to see the banks cut off 
on the use of short-term credit at all. The money should be available 
there more so now than any time previously to tide over this tight situ- 
ation. I dislike going to the bank and seeing all the loans on real estate 
being suspended while the banks are still eagerly buying automobile 
paper and travel paper and all the consumer-credit paper that we are 
so worried about. I pick up my New York newspaper every morning 
and see automobiles still being sold, no downpayment, 3 years to pay, 
bring in your trade and get cash for it, drive away a new car with cash, 
while housing credit is being severely restricted. 

Senator SparkMAN. Mr. Wellman. 

Mr. Wetitman. What I am going to say now is not because my chief 
supervisor is sitting across from me. I think we are engaged in an 
extremely complex and difficult operation, and I think what Mr. 
Martin said yesterday should be repeated to mortgage people and a lot 
of other users of credit many, many times. We by the 1946 Employ- 
ment Act are committed to a national policy of full employment. 
When you have a Government and an economy committed to that type 
of an objective, we are going to have situations where there are colli- 
sions between various sectors for credit demand and the problem of 
sustainable growth and economic stability. We just can’t avoid it. 
And so, committed as we are to that kind of a policy, and recognizing 
as modest and honest men that we are going to have these problems 
face us, we as businessmen and Government leaders have got to recog- 
nize this as a peculiar and a difficult and a delicate kind of an opera- 
tion. While I don’t think they have done it right, I hope out of what 
has happened we will learn how to do it better the next time. I am 
sure as I am sitting here that there is going to be a next, time, because 
there has been a last time, and it wasn’t just in 1955. The answer isn’t 
to try to cut housing-credit loose from the capital markets by doing as 
Mr. Coogan says, up the discount price at which FNMA will buy mort- 
gages. That isn’t the answer. that will do is bring more Siwern. 
ment money in. I don’t care how you finance it. It is still Govern- 
ment money. 

Mr. Coogan. Oh, no. They can issue debentures. 
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Mr. Wettman. I know, but it is still Government money in effect. 
lt has its effect on the capital markets. It is still short-term obliga- 
tions. The answer to that isn’t to bring these short-term funds via 
FNMA in when at the same time we are shutting short-term funds off 
for commercial banks or the home loan banks coming in. That is just 
doing the same thing but doing it under a different label. 

Mr. Coogan. What I am pointing up and what you are pointing up 
actually is the inadequacy of the mortgage financing machinery as now 
set up. We just don’t have the device. They have it in the savings 
and loans, and I think we have had in the last 2 days an excellent dem- 
onstration of how readily and how ably the home loan bank works 
us a servicing device for the savings and loan associations. The rest 
of the mortgage field doesn’t have such a device. I think that is the 
inadequacy. I think that is the device that would have prevented this 
situation from arising and would ease the problem when it does arise. 

I agree with you, Mr. Wellman, that this isn’t the first one of these 
roundtables I have been to where there has been a crisis, and I am sure 
it won’t be the last. 1 would like to get some further machinery in 
motion to prevent such reoccurrences, because I think lL agree with you ~ 
that ina full employment economy we are always walking a tight rope. 
We are always in danger of falling off one way or the other, and it 
makes it difficult. We need additional machinery to keep our balance. 

Mr. Wetiman. Senator, I would like to comment on this prob- 
lem of a central discount bank and the comparison that is made between 
it and the Federal hom loan bank system. Item No. 1: To be a Federal 
savings and Joan association, we have to belong to the home loan bank 
system, and every 6 months we get a little note saying, “You have 
got so much in outstanding mortgages. Will you please ante up and 
give us 2 percent of that balance in the form of a stock purchase plan.” 
That makes a big difference, because one of the great problems of 
NMA is: Who is going to buy the stock? Whereas in our business, 
in order to be in business, we have to buy the stock. 

The second thing is if Glendale Federal happens to make a bum 
guess and we buy some loans and have to use home loan bank credit 
to carry us for 6 month, if the price of those loans has gone down 
3 points and there is a loss involved in it, the home loan banke doesn’t 
take that loss. We take it, because we borrowed the money. We 
didn’t sell the mortgages. There is a vast difference between a central 
mortgage bank that is constructed on the principle of compulsory 
membership and constructed on the principle of lending money, as 
against a central mortgage bank which is open to anybody that wants 
to use it on the basis of buying stock, and also which passes to that 
central mortgage bank the risk of changes in the long-term interest 
rate, and consequently the price and the value of the securities which it 
happens to buy. If you can construct a central mortgage bank on the 
principle of the home loan bank for the other people in the mortgage 
business, I am all for you. 

Mr. Coogan. That is what we propose to do. I think the housing 
industry has reached the size where it needs a Federal Reserve System 
of its own, to operate independently. 

Mr. Wetiman. There is always a difference between the Federal 
Reserve and home loan bank. ey can print money and we can’t: ° 

Mr. Coogan. I don’t think the home loan bank is complete in itself. 
I think there is room for improvement there. I just said we should 
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study it. I am just coming up with a suggestion. I am not trying to 
define exactly the type of bank I want, but I think you and I are in 
agreement on the type and how it should function. I believe member- 


ship should be compulsory. It should cost something, and there should 
be complete responsibility. 


Senator SpaRKMAN. By the way, going back to this statement that 
Mr. Turner made a short time ago, in which he gave the breakdown 
among homes, and so forth, you referred to the May bulletin of the 
Federal Reserve. If yon have no objection, Mr. Turner, I would 
like to insert that table in the record in connection with your statement. 


Mr, Turner. I think it might be appropriate to insert some of the 
text, too. 


Senator SparKMAN. If you will pick out the text, that will be all 


right. I have looked over the table, and I think it is particularly 
pertinent. 


(The material referred to follows :) 
CHANGES IN HOUSEHOLDS 


In early 1947 housing was in very short supply, and almost 9 percent of the 
33.5 million married couples in the United States were sharing households; 
many others were occupying makeshift quarters. The needs of these groups for 
separate or improved accommodations, the large number of marriages and 
births, and continued heavy migration of population exerted exceptional pressures 
on the housing supply at that time. 

Output of new housing increased sharply in the next 3 years, and extensive 
conversion of existing residential and nonresidential space also added to housing 
accommodations, By the spring of 1950, as can be seen from the table, there 
were almost 4.5 million more housholds, headed chiefly by married couples, 
than 3 years earlier. New houses and apartments built in this period accom- 
modated two-thirds of this number, and the remainder were accommodated in 
units created by conversion of various kinds and probably, to a small extent, in 
units vacant earlier. The number of couples without their own households was 
reduced by almost 1 miillion to less than 6 percent of all married couples, a 
smaller proportion than before the war. 


Households and families in the United States 
(Number, in millions] 


Item 


All honadhehds.. .. .... .scdanssdn- dates) eine nsie 


Headed by: 
ig eS ue ae 
Other families 
Individuals 


All families 


Headed by: 
Married couples 


with eomeshelis. oo. ci cc a 
without households 


with households 
without households__...........-...-.--.--- 


1 Less than 50,000. 
Nore.—Data are for April of each year, except 1950 which are for March. Data are from sample surveys 


by the Bureau of the Census, except 1940 which are from the Decennial Census. Figures shown for families 
ler from those reported by the Bureau of the Census by inclusion of subfamilies. 
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In the 4 years following the spring of 1950, the number of marriages declined, 
and at the same time the number of married couples without their own households 
was reduced further, The number of new nonfarm dwelling units built during 
the period rose, however, and exceeded the increase in married-couple households 
by 2.9 million. Vacancies probably rose slightly, but most of this excess was 
apparently taken up by increased demand from individuals and groups other 
than married couples, migration from farms, and withdrawal of units from the 
housing supply. Continued high incomes, together with the more widespread 
coverage of social security and other retirement benefits and the ready avail- 
ability of mortgage funds, have enabled many individuals, including those 
widowed and divorced as well as others not married, to maintain or acquire 
separate households. These are shown as the open space on the bars in the chart. 


NET INCREASE IN HOUSEHOLDS 


Annual averages 
Thousands of units 


APR. 1940 APR. 1947 MAR. 1950 
to to to 
APR. 1947 MAR. 1950 APR. 1954 


Note.—Data from the Bureau of the Census. 


Such evidence as is available suggests that withdrawals from the housing 
supply have recently been much larger than might have been expected from 
earlier experience. Such withdrawals have taken the form of demolitions, or 
of conversions of residential structures to accommodate in some cases a smaller 
number of households and in others business or other nonresidential uses. Much 
of the gross increase in vacancies that has occurred has probably taken the 
form of reversion to seasonal use of a substantial number of units temporarily 
pressed into full-time occupancy during the earlier housing shortage. 

The current strength of demand in the aggregate appears to reflect in part 
continued importance of these elements. In particular areas and in markets 
for particular kinds of housing, however, other demographic factors are im- 
portant. Births have continued to rise and were at an alltime high or more 
than 4 million in 1954. This has put pressure on many families to seek larger 
quarters. The number of the aged has been increasing, and so has the number 
of youths and young adults leaving the parental households. The living ar- 
rangements made by these persons may have a strong influence on local housing 
markets. Migration—from farms to cities, from central city areas to suburbs, 
and from one locality to another—has also increased demand substantially in 
some areas and may continue to do so. 


Mr. Turner. I would like, if I may, to insert some other figures in 
the record. In my reference to expenditures for housing construc- 
tion, I had in mind the proportion of our resources which we were 
devoting to the construction of new houses, not that which we were 
devoting to the maintenance of existing houses. In that respect, 
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these figures are rather significant : In 1929, our disposable personal 
income was 82.2 billion. Fixed investment in residential nonfarm 
construction was 2.8 billion, or 3.4 percent. In 1939, disposable per- 
sonal income was 70.2 billion, and investment in residential construc- 
tion 2.7, or 3.8 percent. In 1955, disposable personal income was 270 
billion, and investment in residential construction 16.7, or 6.2 percent. 
In other words, we are spending about twice as large a share of our 
disposable personal income in new residential construction as we were 
in either 1929 or 1939. 

Senator Sparkman. By the way, at this point let me say we will 
hold this record open for a week before sending it to the printer, so 
if anyone wants to add any supplement or wants to submit any sup- 
plemental material, we would be very glad to have it. All of you 
may keep that in mind. 

There is one subject I brought up last night that I would like to 
hear a brief comment on. I don’t want us to go into any prolonged 
discussion, but 2 or 3 times this morning and several times yesterday 
the question was brought up about going into pension funds, and I 
raised the question of the desirability or not of making a change to 
make it possible for the Veterans’ Administration to invest its life- 
insurance funds, or some part of them, in the handling of its own 
mortgages. Senator Maybank, at the time he was chairman of the 
Banking and Currency Committee, either introduced such a bill or 
at one time in some comments on the floor of the Senate, perhaps in a 
public speech that he made, suggested that he was giving thought 
to it. I am not sure whether he ever introduced the bill or not. I 
would like to hear some comment on that. 

Mr. Stone. Mr. Daley will comment on it. 

Senator Sparkman. All right, Mr. Daley. 

Mr. Darry. Mr. Chairman, Senator Maybank did introduce a bill 
in October 1951, Senate bill S. 2342, 83d Congress, entitled “A bill to 
facilitate home mortgage loans to veterans desiring to purchase or 
construct their homes,” and the Veterans’ Administration reported 
to your committee on February 5, 1952. If you would like, I can insert 
that report in the record, 

Senator SparkMAN. We would be very glad to have it, 

Mr. Datey. Although I would suggest that certain aspects of it are 
not quite so current today as they might have been at that time, and 
there was no categorical expression by the Veterans’ Administration 
with reference to the proposal, the various effects with respect to the 
national service life insurance fund and other observations and aspects 
of such utilization were dealt with at length in the report. It may be 
helpful to you to consider and appraise the statements that were made 
at that time. 

(The report referred to above follows :) 


VETERANS’ ADMINISTRATION, 
Washington 25, D. C., February 5, 1952. 
Hon. Burnet R. MAYBANK, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 

Dear Senator MAYBANK: Further reference is made to your letter of October 
23, 1951, requesting a report by the Veterans’ Administration on 8. 2342, 82d 
Congress, a bill to facilitate home mortgage loans to veterans desiring to purchase 
or construct their homes. 
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The purpose of this bill is to secure additional funds for direct home and farm- 
house loans to eligible veterans. To this end the measure would authorize the 
Administrator of Veterans’ Affairs to sell direct home loans made under section 
512 of the Servicemen’s Readjustment Act, as amended, to the Secretary of the 
Treasury at par, with the benefit of the same guarantee as is provided under 
that section to private lending institutions purchasng such loans. The Secretary 
would be authorized and directed to invest not exceeding an aggregate of 20 
percent of the national service life insurance fund in such home loans and would 
also be autthorized to sell them for the purposes of the fund. It is also provided 
by the proposed legislation that the Administrator shall service such loans while 
they are held by the Secretary. 

Under the existing program of direct lending, as extended by the Defense Hous- 
ing and Community Facilities and Services Act of 1951 (Public Law 139, 82d 
Cong.), the Administrator is authorized to make direct loans in an original prin- 
cipal amount not exceeding $10,000 and at interest rate of 4 percent, for homes 
and farmhouses to eligible veterans who are otherwise unable in certain areas to 
obtain loans under title III of the Servicemen’s Readjustment Act. The Secre- 
tary of the Treasury was authorized to make available not in excess of $150 
million for this purpose by the Housing Act of 1950 and section 614 (c) of Public 
Law 139, 82d Congress, constituted such sum as a revolving fund. This act also 
extended the lending authority from June 30, 1951, to June 30, 1953. 

Under the proposed legislation up to 20 percent of the total assets of the 
national service life insurance fund could be invested in direct home loans 
made and guaranteed by the Veterans’ Administration. Since the trust fund 
as of November 30, 1951, had ledger assets of about $5,283 million this would 
mean that somewhat over $1 billion would become available for investment in 
direct loans. Despite the present limited applicability of the direct loan program, 
the ready availability of such a large sum would undoubtedly create pressure 
to expand the program to metropolitan areas where funds are not momentarily 
available for GI loans. When once so extended and expanded, the pressure 
for retention of such larger scope of direct-lending operations would undoubtedly 
be heavy, particularly from those who might urge that it is incumbent upon 
the Government to provide financing unrestrictedly to eligible veterans when- 
ever and wherever credit is not readily available through private lenders. In 
this connection, however, it should be pointed out that problems other than 
the unavailability of 4-percent financing in a particular locality may be created. 
For example, 4-percent financing might be available in some areas for new con- 
struction but unavailable for existing construction. Again, 4-percent financing 
available to a certain class of veterans may be refused by lenders to others. 
Tous, if it is urged that the Government must under all circumstances assure 
the availability of the loan-guaranty benefit, the area concept of the direct- 
lending operations would have to be abandoned to a large degree. It is believed 
that the possibility of such a development should be carefully weighed in the 
light of the prospect of improvement in the private capital supply for title III 
loans, This anticipation of this improvement in the supply of mortgage-in- 
vestment funds is based primarily upon the following factors: the working 
out of the large volume of mortgage commitments made in late 1950 and early 
1951, the heavy flow of liquid savings into mortgage-financing institutions creat- 
ing pressure upon them for investment outlets, and a tremendous rate of principal 
repayments. With such improvement the direct-loan program as now constituted 
will implement mortgage originations by private lenders and will also help to 
increase the efficacy of the Veterans’ Administration’s supplemental direct-loan 
program by facilitating the sale of direct loans to private investors under the 
revolving fund feature of the extended law. The expected improvement in the 
private mortgage market will also tend to reduce the pressure for direct loans 
in areas not now designated as eligible. 

The legislative history of the present direct-lending authority indicates that 
it was intended to be a temporary and standby expedient, that it was expected 
to stimulate participation of private lenders in the regular title III loans to 
veterans and that it was not designed to reflect any significant departure from 
the underlying theory of the Servicemen’s Readjustment Act respecting the 
inajor role to be played by private enterprise and finance in aiding veterans to 
obtain housing. Also in further token of its limited scope the amount provided 
for direct lending purchases was relatively small in comparison to the approxi- 
mately $16 billion in home loans thus far guaranteed or insured under the major 
title ILI program. 
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Since the loan-guaranty program was first launched in 1944, approximately 2.6 
million World War II veterans have obtained Veterans’ Administration guaran- 
teed or insured home loans on the most favorable terms ever available to any 
sizable group of borrowers. Private capital supplemented by the Veterans’ 
Administration guaranty has advanced approximately $16 billion to make such 
financing possible. In addition private lenders have made more than $450 
million available for the 160,000 veterans who obtained business loans, and $240 
million for the 62,000 veterans who received farm loans. 

It would seem that any plan to use a substantial part of the National Serviee 
Life Insurance trust fund in the manner proposed by 8S. 2342 might tend to un- 
necessarily prolong the now limited life of the direct-lending program and pos- 
sibly lend stimulus to the development of a strictly Government financed and 
supported system to the ultimate exclusion of the private-lending participation 
which the Servicemen’s Readjustment Act was intended to enlist and encourage. 

The title III loan-guaranty program was designed to provide the benefits of 
low-cost liberal-term financing by private capital acting in the primary role, with 
the Government guaranty playing a subsidiary role so as to encourage private 
lenders to make loans at a low interest rate and on a loan-to-value ratio higher 
than a private lender could extend through conventional financing without Goy- 
ernment support. This same philosophy also underlies the other credit aids 
offered in the field of housing, generally, under the National Housing Act. The 
success of the Servicemen’s Readjustment Act loan program is integrated with 
the concept that the great bulk of economic need in this country should be supplied 
through the efforts of private enterprise. The role of private capital was sup- 
plemented by the protection of Government guaranty it is true, but such supple- 
mentary underwriting participation by the Federal Government has many 
precedents in our national economy. It would seem that further expansion of 
the use of Government funds directly to the home-finance field at a time of full 
employment and high national income would need to be considered with reference 
to its possible adverse effects upon the private-enterprise economy. 

Section 605 (b) of the National Service Life Insurance Act authorizes the 
Secretary of the Treasury to invest and reinvest the fund “in interest-bearing 
obligations of the United States or in obligations guaranteed as to principal and 
interest by the United States.” This obviously indicates that any obligation pur- 
chased must at least be guaranteed as to both principal and interest by the Federal 

yovernment as distinguished from a partial guaranty. The evident purpose is 
to give absolute protection to the fund and the policyholders by limiting the pur- 
chase authority to Federal securities. Aside from policy loans, at the present 
time only direct nonmarketable Government obligations are being purchased and 
these are 3 percent interest-bearing obligations. In view of these provisions and 
the practice thereunder, the question arises whether it would not be a material 
departure from the intent of the National Service Life Insurance Act and its 
amendments to authorize investment of the fund in obligations only partially 
guaranteed by the Government even though secured by first mortgages as in the 
case of direct GI loans. This concern is present in view of the fact that certain 
risks are necessarily involved in the latter type of obligation and the fact that 
the fund is a trust fund belonging to the policvholders. It is essential that securi- 
ties in which the fund is invested be of a type that can readily be liquidated in 
order to meet the obligations arising under the national service life insurance 
contract, including the payment of dividends. While S. 2342 provides for the 
investment of not more than 20 percent of the total assets of the national service 
life insurance fund in home loans the question arises as to whether it might not 
establish a precedent for encumbering a larger portion of the fund in a type of 
investment which could not readily be liquidated. 

The direct-lending program under title III of the Servicemen’s Readjustment 
Act, as stated, was designed to provide a limited form of financing to veterans 
in those areas where private capital was not available for the financing or 
purchase or construction of dwellings or the construction or improvement of 
farm houses. It was required that the veteran be unable to obtain from private 
lending sources in such area a 4-percent loan or unable to obtain a farmhouse 
loan under the Bankhead-Jones Act, as amended, or the Housing Act of 1949. 
It is assumed that the proposal embodied in S. 2342 to utilize the national 
service life insurance trust fund for this same purpose would be similarly con- 
ditioned. The question then arises whether such use would not be tantamount 
to placing the trustee, the United States, in a position of investing trust funds in 
a field of investment which in some cases might be closed to a trustee. 
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If on the other hand the trust funds were to be protected by a full Government 
guaranty of the notes sold to the insurance funds the question would arise as to 
whether the extra interest earned ought not to be enjoyed by the Government 
(that is, the taxpayers) which would underwrite the investment and assume 
such risks as are attendant upon this type of security. 

The proposition as to whether national service life insurance trust funds 
should be invested in real-estate-mortgage security would likewise involve the 
question as to how administrative costs including those for overhead and loan 
service should be borne. §S. 2342 provides that the Administrator shall service 
direct loans while they are held by the Secretary of the Treasury. While it is 
assumed that the national service life insurance fund would not be required 
to bear any cost of administration it is not clear from the proposed legislation 
whether or not this is actually the intended result. The cost of administration 
of the national service life insurance program, as you know, is borne by the 
United States under the provisions of section 606 of the National Service Life 
Insurance Act. If the administrative costs incident to the management of 
direct-lending operations from the trust fund are intended to be paid out of 
appropriations, the gross yield to the fund would be 4 percent as compared with 
the present 3-percent yield on Treasury notes. It might be observed that such 
provision would amount to the Government contributing such costs to the policy- 
holders. On the other hand if the mentioned administrative costs were assessed 
against the trust fund, with the Veterans’ Administration handling the operation 
through its Loan Guaranty Service, the net yield to the fund wouid probably 
range somewhere between 3.5 and 3.75 percent. In this connection, presumably, 
policyholders would be concerned with the efficiency of the management of the 
operation, the method of ascertaining costs and the economy exercised in con- 
trolling them. 

If it should be determined that an increase in funds for the direct-loan pro- 
gram is essential, you may wish to consider whether the funds available for 
direct loans might not be supplemented by an increase in the present $150 
million maximum on the line of credit which the Veterans’ Administration may 
have with the Treasury rather than by way of the unprecedented method, 
provided in S. 2342, of investing national service life insurance reserves in a 
non-Government obligation only partially guaranteed. 

In the above connection, attention is invited to H. R. 5893, 82d Congress, a bill 
to make additional funds available to the Administrator of Veterans’ Affairs for 
direct home and farmhouse loans to eligible veterans, under title III of the 
Serviceman’s Readjustment Act of 1944, as amended. As reported on January 30, 
1952, with an amendment to the House of Representatives by the Veterans’ 
Affairs Committee, this measure would authorize not to exceed $125 million 
additional for the direct loan revolving fund with the provision, however, that 
not to exceed $25 million would be made available during each quarter. More- 
over, this $25 million as to each quarter would be decreased by such amount as 
is available from the sale of previously made mortgages to private lending 
institutions. 

Some comment would seem to be in order in connection with the possible in- 
flationary consequences of the proposed legislation. It could well be argued that 
at a time when the Government is seeking to restrain the amount of mortgage 
credit, a proposal of this kind would run counter to the present anti-inflationary 
objectives in the economy generally and in the housing economy particularly. 
Moreover, although the reserves of the fund represent the past savings of veterans 
who hold insurance contracts with the fund, the investment of a portion of the 
fund in mortgages could require the Treasury to raise additional cash in the 
money market and possibly complicate its general fund-raising operations, Of 
course, as to areas presently designated as eligible for direct loans whére mort- 
gage capital has been in short supply for some time, inflationary pressures in 
the housing market have been less pronounced. As stated, however, the exten- 
sion of the direct-loan program to metropolitan areas could present a more serious 
picture from the standpoint of inflationary impact. 

As previously mentioned, pursuant to section 605 (b) of the National Service 
Life Insurance Act, the Secretary of the Treasury, is authorized to invest the 
trust fund in interest-bearing obligations of the United States or in obligations 
guaranteed as to principal and interest by the United States. Any amendment 
of that act, to effectuate the purpose of the subject-proposal is, of course, a 
matter which the Congress will wish to determine from the standpoint of broad 
national policy with due regard to the economic, fiscal, and vetrans’ welfare 
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elements involved therein. Such consideration would undoubtedly include de- 
termination of the question respecting the power of the Congress to authorize 
use of trust funds for the purpose of investment in private securities. 

In addition to the foregoing, there are certain technical matters involved in 
the bill which would appear to merit consideration. For example, as indicated 
previously, the question as to the nature of the funds chargeable for the cost of 
the administration of the proposal is not clearly resolved by the language of the 
bill. Clarification of the scope of the authority of the Administrator of Veterans’ 
Affairs to act on behalf of the Secretary of the Treasury would also appear tv 
be indicated. As it is reasonable to assume that there would be some losses 
and expenses of liquidation on the loans sold to the Treasury the question arises 
whether the reserve for losses provided in existing section 513 (a) would be 
adequate if extended to these transactions and whether some part of the interest 
on loans sold to the Treasury should be set up as a reserve. 

In the event of further consideration of the proposed legislation, it might be 
desirable for the purposes of administrative simplicity to prvide for the placing 
of advances from the national service life insurance reserves in a special work- 
ing fund for making direct loans and clearing other transactions. Under such 
an arrangement, in contrast to the actual assignment of loans to the Secretary, 
the resulting mortgage loans would be pledged to secure the mentioned advances 
from the national service life insurance fund. 

By way of summary of major points, our comment suggests that such proposed 
use of the trust fund may involve certain questions concerning the propriety of 
venture of the Government into the proposed field of investment, the question of 
trust-fund investments (presently confined to Treasury obligations) in long-term 
private obligations which are essentially of lesser security and liquidity, the ques- 
tion as to the real need for enlarging the direct-lending program through this 
medium or otherwise, and the question of inflationary effects. 

No figures are available on which to base an estimate as to the administrative 
cost of the proposed legislation, if enacted. In view of the economic factors in- 
volved it is not possible to estimate whether there might be ultimate loss to 
the national service life insurance fund. 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this report to the committee and that the enact- 
ment of the bill would not be in accord with the program of the President. 

Sincerely yours, 
O. W. CLARK, 
Deputy Administrator 
(For and in the absence of the Administrator ) . 


Mr. Datey. The most recent expression that the Veterans’ Ad- 
ministration has made on this general subject would be found in our 
report of June 3, 1955, to the chairman of the Committee on Veterans’ 
Affairs. That was in connection with H. R. 3699, of the 84th Congress, 
which would have amended the Servicemen’s Readjustment Act to 
provide that the interest rate on veterans’ loans shall not exceed 4 
percent per annum, and to provide that the Secre of the Treasury 
ma. porcions such loans from the national service life-insurance fund, 
and for other purposes. I won’t dwell on section 1 of that bill which 
was discussed in connection with a supplemental report that was 
made to that committee and is not relevant here. 

Some of the outstanding aspects of this report. which may be rele- 
vant to the general question may be noted. In our reference to the 
National Service Life Insurance Act we point out that it provides 
that the United States shall bear the administrative cost in connection 
with the national service life-insurance program, and we invited the 
House committee’s attention to and consideration of the legal impli- 
cations of changing the investment provisions of the National Service 
Life Insurance Act, especially since all policies have been issued under 
the existing law, and any losses to the fund as a result of the proposed 


legislation could adversely affect the interest of all policyholders in 
such a trust fund. 
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The report went on to state that if it were to develop that the 
investment in VA-guaranteed loans would yield a return to the fund 
in excess of the current 3-percent interest rate, the question would arise 
as to whether the extra interest earned ought not to be enjoyed by the 
Government, that is, the taxpayers, which would underwrite the invest- 
ment and assume such risks as are attendant upon this type of security ; 
on the other hand, if the investment in guaranteed home loans should 
result in a yield of less than 3 percent, it would seem that the trust 
fund, which belongs to the policyholders, should not be invested by 
the Government, as trustee, in such securities. It was also pointed 
out that the use of fund from the national service life-insurance 
reserves for purchasing direct loans—and it was addressed to the 
question of direct loan authority—might create a supply of mortgage 
financing in excess of the needs for home loans to veterans in certain 
less populous areas. 

The voluntary home mortgage credit program was established under 
title 6 of the Housing Act of 1954, to encourage and facilitate the 
flow of private funds for housing credit into areas where such funds 
are not presently available in a eiets supply, and it was indicated 
that if this program were successful the need for direct loan funds 
in rural and semirural areas might be greatly lessened. It is possible, 
therefore, that the availability of additional funds for direct loans 
from the national service life-insurance reserve might result in pres- 
sure to expand the direct loan program to metropolitan areas at times 
when there might be a temporary drying up of private mortgage 
capital, due to transitory economic or other causes. It was stated 
that consideration would undoubtedly be given to the economic impact 


of providing mortgage financing which might be in excess of actual 
need or the creation of Government mortgage financing in competition 
with private mortgage investors. 

We were unable, Mr. Et in connection with this report, to 


estimate the administrative cost of the proposal. We recognize that 
the impact of the proposed reduction of an interest rate from 41% to 4 
percent would tend to reduce the availability of private mortgage 
credit and curtail the making of GI loans. On the other hand, it was 
observed that the use of up to $1 billion from the national service life 
insurance reserves would operate as a counterbalancing factor to a 
considerable extent. I appreciate that is not too relevant with refer- 
ence to the Broponed reduction to a 4-percent rate. Whether the net 
result would be an increase or diminution of mortgage credit for GI 
loans could not be predicted with certainty. 

The investment, Mr. Chairman, in the national service life-insurance 
fund, or rather the ledger assets in the national service life-insurance 
fund, as of that date, the early part of June, totaled approximately $5 
billion, and the proposal which related to the use of 20 percent of that 
fund would permit the investment of about $1 billion in VA guaran- 
teed and direct loans. 

Mr. Chairman, that is the most, recent expression by the Veterans’ 
Administration on thisgeneral subject, and I should add that it was 
the view of the Administrator of Veterans’ Affairs that in view of the 
principle involved, as well as certain technical considerations, he 
would not be in a position to recommend favorable consideration -of 
that proposal to the Committee on Veterans’ Affairs, and we were in- 
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formed by the Bureau of the Budget that they had no objection to the 
submission of the report. 


I might say, Mr. Chairman, that in connection with the earlier re- 
port to Senator Maybank when he was chairman of your committee 
in February of 1952, that the Bureau of the Budget expressed the view 
that the enactment of that legislation would not be in accord with the 
program of the President. 


I haven’t brought out in reference to either report the circumstance 
that the present investment with reference to the national service life- 
insurance fund is in 3 percent interest-bearing obligations of the Gov- 
ernment, and it is a complete guaranty, which must be compared with 
the lesser guaranty that would be involved in connection with a GI 
loan which is less than complete security to the policyholder. That 
was the question that mostly engaged and, should I say, disturbed the 


Department of the Treasury when it also made its comment on Senator 
Maybank’s original proposal. 


As I say, Mr. Chairman, the report to the Veterans’ Affairs Com- 


mittee on the House bill is the most recent expression that we have on 
this subject. 


(The report referred to follows :) 


VETERANS’ ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR OF VETERANS’ AFFAIRS, 


Washington 25, D. C., June 8, 1955. 
Hon, OLin B. TEAGUE, 


Chairman, Committee on Veterans’ Affairs, 
House of Representatives, Washington 25, D. C. 


Dear Mr. Teacue; Further reference is made to your request for a report by 
the Veterans’ Administration on H. R. 3699, 84th Congress, a bill to amend the 
Servicemen’s Readjustment Act of 1944 to provide that the interest rate on 
veterans’ loans shall not exceed 4 percent per annum, and to provide that the 
Secretary of the Treasury may purchase such loans from the national service 
life insurance fund, and for other purposes. 

The purpose of section 1 of this measure is to amend the Servicemen’s Read- 
justment Act so as to reduce the maximum rate of interest on all loans guaranteed 
or made, and all real-estate loans insured, by the Veterans’ Administration from 
the existing rate of 4% percent to 4 percent. Section 2 of the bill would amend 
the National Service Life Insurance Act so as to authorize and direct the 
Secretary of the Treasury to invest up to 20 percent of the national service life 
insurance fund in home loans guaranteed or made by the Veterans’ Administra- 
tion under sections 501 and 512 of the Servicemen’s Readjustment Act, respec- 
tively. In the event that a loan so purchased by the Secretary of the Treasury 
becomes in default, it may be exchanged from the portfolio of the Federal 
National Mortgage Association for a guaranteed or insured loan which is at 
least equal in value to the unpaid balance of the defaulted loan. The purchase, 
exchange, servicing, or sale of such loans would be handled by the Federal 
National Mortgage Association upon request of the Secretary of the Treasury, 
and the income from the loans, after reimbursement for expenses incurred by 
Federal National Mortgage Association, would become part of the national 
service life insurance fund. 

Section 1 of H. R. 3699, relating to the reduction of the interest rate on GI 
loans to 4 percent, is similar in purpose to H. R. 2170, 84th Congress, on which 
the Veterans’ Administration submitted a report to your committee under date 
of March 8, 1955 (Committee Print No. 39), a copy of which is enclosed. The 
views expressed in the mentioned report on H. R. 2170 are equally applicable to 
section 1 of H. R. 3699. The present report on H. R. 3699 will, therefore, be 
confined to a discussion of section 2 thereof relative to the proposed purchase 
of certain guaranteed or insured GI loans by the Secretary of the Treasury 
from the national service life insurance fund. 

Under the provisions of section 501 of the Servicemen’s Readjustment Act, 
as amended, loans for the purchase, construction, or improvement of homes may 
be guaranteed by the Veterans’ Administration in an amount equal to 60 percent 
of the loan, but not to exceed $7,500. Section 512 of the act authorizes the 
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Administrator to make direct loans of up to $10,000 to eligible veterans for the 
purchase or construction of a home, or the construction or improvement of a 
farmhouse, in those areas where private capital for such purposes is not available 
at an interest rate not in excess of that authorized for guaranteed loans. The 
Administrator is authorized to sell loans made under section 512 at a price 
not less than par, that is, the unpaid balance plus accrued interest, and may 
guarantee any loan thus sold subject to the same conditions, terms, and limita- 
tions which would be applicable were the loan guaranteed under section 501 of the 
act. 

Section 605 of the National Service Life Insurance Act, as amended, provides 
for the establishment in the Treasury of a permanent national service life 
insurance trust fund and the Secretary is authorized to invest such fund in 
“interest-bearing obligations of the United States or in obligations guaranteed as 
to principal and interest by the United States, and to sell such obligations for 
the purposes of such fund.” This fund is available for payment of liabilities under 
the insurance contract including payment of dividends and refund of unearned 
premiums. 

Since the ledger assets in the national service life insurance fund presently 
total approximately $5 billion the proposal relating to the investment of 20 
percent thereof as contained in section 2 of H. R. 3699, would permit the invest- 
ment of about $1 billion in VA-guaranteed and direct loans. 

The Federal securities which are currently authorized for investment of na- 
tional service life insurance funds are 3 percent interest-bearing obligations. 
In addition, policy loans with an interest rate of 4 percent are made on the 
permanent plan insurance, which loans are fully secured by the reserve value 
of the policy in the trust fund. Thus, under existing law the moneys in the 
national service life insurance fund are invested in the safest security that is 
available and no speculation is involved. In view of the provisions of the Na- 
tional Service Life Insurance Act, which give absolute protection to the fund 
and to the policyholders, the question arises as to whether it might not be a 
material departure from the intent of such act and its amendments to authorize 
the investment of the fund in obligations that are only partially guaranteed by 
the Government even though provision is made for the exchange by the Federal 
National Mortgage Association of good loans for those in default. It should 
be pointed out in this connection that in the event of major adverse economic 
changes there is no guaranty that the Federal National Mortgage Association 
will have in its portfolio good loans which are equal in value to the unpaid 
balance of the defaulted loan, plus accrued interest. 

The administrative expenses which would be incurred by the Federal National 
Mortgage Association under the proposed legislation in purchasing, exchanging, 
servicing, and selling GI loans are to be borne by the income derived from such 
loans. Since the maximum interest authorized on such loans under the provisions 
of section 1 of the bill would be 4 percent the expenses incurred for administrating 
these loans might conceivably result in the national service life insurance fund 
receiving less than the 3-percent interest which is now guaranteed under existing 
law. 

Section 606 of the National Service Life Insurance Act, as amended, provides 
that the United States shall bear the administrative cost in connection with 
the national service life insurance program. The committee will undoubtedly 
wish to consider very carefully the legal implications of changing the invest- 
ment provisions of the National Service Life Insurance Act, especially since all 
policies have been issued under the existing law and any losses to the fund as a 
result of the proposed legislation would adversely affect the interest of all 
policyholders in such trust fund. 

If it was to develop that the investment in VA-guaranteed loans w ould yield 
a return to the fund in excess of the current 3-percent interest rate the question 
would arise as to whether the extra interest earned ought not to be enjoyed by 
the Government (that is, the taxpayers) which would underwrite the invest- 
ment and assume such risks as are attendant upon this type of security. On the 
other hand, if the investment in guaranteed home loans would result in a yield 
of less than 3 percent it would seem that the trust fund, which belongs to the 
policyholders, should not be invested by the Government as trustee in such 
securities. 

It is considered essential that the securities in which the fund is invésted be 
of a type which can readily be liquidated in order to meet the obligations arising 
under the national service life insurance contracts, including the payment of 
dividends. Although the bill provides only for the investment of 20 percent of 





138 MORTGAGE MARKET PROBLEMS 


the fund assets in home loans, it is possible that should this measure be enacted 
it might serve as a precedent for encumbering a larger portion of the fund in a 
type of investment which cannot be readily liquidated. 

It should also be pointed out that the use of funds from national service life 
insurance reserves for purchasing direct loans might create a supply of mort- 
gage financing in excess of the needs for home loans to veterans in certain less 
populous areas. The voluntary home mortgage credit program was established 
under title VI of the Housing Act of 1954 to encourage and facilitate the flow 
of private funds for housing credit into areas where such funds are not presently 
available in adequate supply; and if this program is successful, the need for 
direct-loan funds in rural and semirural areas will be greatly lessened. It is 
possible, therefore, that the availability of additional funds for direct loans from 
the national service life insurance reserves might result in pressure to expand 
the direct-loan program to metropolitan areas at times when there might be a 
temporary drying up of private mortgage capital due to transitory economic or 
other causes. The committee will undoubtedly wish to consider very carefully 
the economic impact of providing mortgage financing which might be in excess of 
actual need, or the creation of Government mortgage financing in competition 
with private mortgage investors. While it might be possible to stipulate certain 
administrative controls on the use of Government funds for mortgage financing, 
based on existing economic conditions from time to time, the existence of 
authority to purchase guaranteed and direct loans from Government funds might 
well induce pressures which would be difficult to control in a highly sensitive 
market. 

No precise estimate can be made as to the administrative cost of the proposed 
legislation, if enacted. The reduction of the interest rate from 4% to 4 percent 
as proposed in section 1 of this measure, and as discussed in the mentioned report 
on H. R. 2170, would tend to reduce the availability of private mortgage credit 
and curtail the making of GI loans. On the other hand, the use of up to $1 bil- 
lion from the national service life insurance reserves would operate as a counter- 
balancing factor to a considerable extent. Whether the net result would be an 
increase or diminution of mortgage credit for GI loans cannot be predicted with 
certainty at this time. It should be pointed out in this connection, however, that 
the increase of the interest rate on GI loans from 4 to 4% percent in May 1953 
was a major influence in increasing the annual rate of GI loan applications from 
333,000 in the period May 1952 to April 1953 (involving a mortgage investment 
of about $3 billion) to 500,000 during calendar year 1954 (with a mortgage invest- 
ment of $5.5 billion). 

In view of the foregoing considerations, I am unable to recommend favorable 
consideration of H. R. 3699 by the committee. 

Advice has been received from the Bureau of the Budget that there would be no 
objection to the submission of this report to your committee. 

Sincerely yours, 
H. V. Hieitey, Administrator. 


VETERANS’ ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR OF VETERANS’ AFFAIRS, 
Washington 25, D. C., March 8, 1955. 
Hon. OLtin E. TEAGUE, 
Chairman, Committee on Veterans’ Affairs, 
House of Representatives, Washington 25, D.C. 


Dear Mr. Teacue: Further reference is made to your request for a report 
by the Veterans’ Administration on H. R. 2170, 84th Congress, a bill to provide 
that the interest rate on loans guaranteed, insured, or made by the Veterans’ 
Administration shall not exceed 4 percent per annum. 

The purpose of this measure, as stated in the title, is to amend the Servicemen’s 
Readjustment Act so as to reduce the maximum rate of interest on all loans 
guaranteed or made, and all real-estate loans insured, by the Veterans’ Adminis- 
tration from the existing rate of 444 percent to 4 percent. Under the terms of 
section 1 (b) of the bill the proposed reduction in the interest rate on guaranteed 
and insured loans would apply only to commitments made by the Veterans’ 
Administration after the date of enactment of the amendatory act, and to loans 
made after the first day of the second calendar month which begins after such date. 
Section 2 (b) of the measure would provide that in connection with the direct- 
loan program the 4 percent interest rate would apply only to commitments and 
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joans made by the Administrator of Veterans’ Affairs after the date of enactment 
of the proposed legislation. 

As originally enacted on June 22, 1944 (Public Law 346, 78th Cong.), the 
Servicemen’s Readjustment Act provided that “loans guaranteed by the Adminis- 
trator shall bear interest at a rate not exceeding 4 per centum per annum.” This 
provision was amended by section 103 of the Housing Act of 1948 (Public Law 901, 
\Oth Cong. approved August 10, 1948), which added a proviso to section 500 (b) 
of the Servieemen’s Readjustment Act to permit the Administrator, with the 
approval of the Secretary of the Treasury, to increase the interest rate above the 
{ percent maximum “if he finds that the loan market demands it” but such new 
rate could not exceed 444 percent. Section 301 (h) of the Housing Act of 1950 
(Public Law 475, 81st Cong., approved April 20, 1950), established the VA direct- 
loan program and expressly fixed the rate of interest on direct loans at 4 percent. 
The rate of interest on GI loans was continued at 4 percent until May 5, 1953, 
when the interest rate on guaranteed loans was increased by administrative 
action, pursuant to the aforementioned authority, to 4% percent. Under the 
provisions of Public Law 101, 83d Congress, approved July 1, 1953, the Adminis- 
trator was authorized, with the approval of the Secretary of the Treasury, to 
prescribe the rate of interest on guaranteed loans provided that such rate could 
not exceed 44% percent. This law also permitted the Administrator to specify the 
interest rate on direct loans except that such rate could not exceed either 414 
percent or the interest rate for guaranteed loans. Pursuant to the authority of 
Public Law 101, the interest rate on direct loans was increased to 4% percent to 
conform to that for guaranteed loans. 

From the foregoing it will be noted that the interest rates now established by 
administrative regulation are the maximum rates permitted by existing law and, 
therefore, the practical effect of the proposed legislation would be to reduce the 
prevailing rate of interest on all GI loans, except insured non-real-estate loans 
under section 508 (b) of the Servicemen’s Readjustment Act, from 4% percent to 
4 percent. 

The success of the loan-guaranty program depends primarily upon the whole- 
hearted cooperation of private lending institutions which make the home and 
farmhouse loans guaranteed under the act. In this connection probably the most 
important factor determining the extent of participation of private lenders in the 
program is the rate of interest prescribed by the Administrator as the maximum 
allowable for such loans to be guaranteed. The importance of an attractive 
maximum interest rate on guaranteed home loans is borne out by data on the 
volume of such loans guaranteed or insured over the past life of the program. 
There appears to have been a discernible correlation between the relative attrac- 
tiveness of the interest rate (measured by comparing the level of the maximum 
rate with the average yields obtainablbe on long-term United States Government 
securities, the most nearly competitive investment outlet) and the volume of 
guaranteed home loans payable. During those periods when the “spread” 
between the interest rate on GI home loans and Government bond yields was 
relatively small, the volume of GI home loans has generally been low, and vice 
versa. 

A further method of determining the relative attractiveness of GI home loans 
to private institutions can be found in the amount and prevalence of discounts or 
premiums paid in the so-called secondary market for such investments. During 
those periods when the GI loan rate has been relatively attractive to private 
institutions, discounts on GI loans in the secondary market have tended to dis- 
appear entirely and, in some cases, to be replaced by premiums paid for such 
investments. When the GI loan rate is relatively unattractive, the prevalence 
and amout of discounts on GI loans increases. 

At the present time, all reports indicate that discounts are still required on a 
sizable proportion of the GI home loans sold in the secondary market, probably 
ranging in all but a few cases between 1 and 4 percent of the principal amount of 
such loans. Discounts are particularly numerous in connection with the low 
down payment, long maturity loans which have generally been considered the 
outstanding factor in enabling many veterans to purchase homes who would not 
otherwise have been in a position to do so. It may be noted that builders gen- 
erally have been willing to pay these charges in order to facilitate the marketing 
of their homes. While there has been a marked improvement in the availability 
of GI home loans at the present maximum rate since the beginning of 1954, the 
fact that discounts are still prevalent indicates that the present maximum rate 
is not too high in relation to the demand of the loan market. The fact that there 
is now a rising trend in the interest rate on investments competitive with guaran- 
teed and insured home mortgage loans is illustrated by the steadily advancing 
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yields on long-term Government bonds from the low point reached in August of 
1954. For example, the yield on the 314-percent bond of 1978-83, which was 
2.60 percent at that time, reached 2.76 percent in January 1955 and the 2% percent 
bonds with maturities of 12 years or over which were available with a yield of 
2.48 percent in August 1954 are now priced in the market to yield about 2.66 
percent. 

While this upward trend in bond yields has not yet significantly affected the 
supply of funds available for home-mortgage loans, it has served to narrow the 
differential in yield between the two classes of investments. A reduction in the 
maximum interest rate on VA-guaranteed and insured real-estate loans would, of 
course, narrow the difference to a much greater extent. Accordingly, the existing 
statutory authority of the Administrator to fix a maximum interest rate at a 
lower figure by administrative regulation has not been exercised and such action 
normally should be for consideration only at such time as premiums become as 
prevalent a characteristic of GI loan volume as discounts now appear to be. To 
reduce the interest rates at this time as contemplated by the proposed legislation 
would in all probability have the effect of stifling the hope and cutting off the 
prospect of many veterans resident in areas where the supply of long-term mort- 
gage money is sparse that some part of the currently augmented supply will 
finally reach them. Furthermore, such an action would tend to reduce the 
availability of low downpayment, long-maturity loans to veterans, even if the 
total supply of mortgage money was not adversely affected. 

Certain classes of lenders, such as mutual savings banks and savings and loan 
associations, which traditionally invest a large proportion of their assets in mort- 
gage loans are less affected by changes in the bond market than other lenders. 
However, these institutions must consider the higher interest rates ordinarily 
available on other types of mortgages and, in addition, the “spread” between the 
interest or dividend they must offer in order to attract savings and the yield on 
mortgage investments. A reduction in the interest rate on VA-guaranteed mort- 
gage loans would, of course, narrow this spread and lessen the relative attractive- 
ness of investment in these loans. 

The committee may also wish to consider the effect of any reduction in the 
interest rate on GI home loans on the operations of the voluntary home mortgage 
credit program which was established by title VI of the Housing Act of 1954 for 
the purpose of facilitating the flow of housing funds into remote areas and small 
communities. This program has been organized and is now getting underway on 
the assumption that the maximum yield on VA-guaranteed home-mortgage loans 
would be 41% pereent. Any reduction in the interest rate would be likely to deter 
the voluntary cooperation of lending institutions which is essential to the success 
of this program. 

Sections 500 (bh) and 512 of the Servicemen’s Readjustment Act now provide 
adequate authority for adjusting the maximum rate on GI leans to market con- 
ditions on an administrative basis, up to the 41%4 percent limit. The proposed bill 
would reduce the administrative flexibility now contained in those sections of the 
law. In dealing with a highly sensitive market such as that for home-mortgage 
investments, some degree of flexibility is believed to be essential in order to 
protect veterans from paying a higher rate on GI loans than necessary, on the 
one hand, or from being denied the opportunity of purchasing a home with a 
guaranteed loan because of the unattractive rate specified for these loans, on 
the other hand. It is believed that the effect of the subject bill to immediately 
reduce the maximum rate on GI loans by a full one-half of 1 percent per annum 
might well prove to be disadvantageous to veterans. On the other hand, there 
is a distinct possibility that at some future date a reduction in the present 
maximum rate by one-quarter or one-half of 1 percent may be appropriate and 
a continuing review of mortgage market conditions will be maintained with a 
view toward initiating such action if and when it appears to be justified. 

In view of the foregoing, the Veterans’ Administration is unable to recommend 
that the committee give favorable consideration to this proposal. 

H. R. 2170 is similar in purpose te H. R. 8399 and H. R. 8574, 83d Congress, 
identical bills, on which the Veterans’ Administration submitted a report to your 
committee under date of July 2, 1954 (Committee Print No. 271). 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this adverse report of the Veterans’ Adminis- 
tration. 

Sincerely yours, 
JOHN 8. PATTERSON, 
Deputy Administrator 
(For and in the absence of the Administrator). 
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Senator SparkMAN. Thank you very much. Does the representa- 
tive of the Treasury care to comment on this? 

Mr. Mayo. I have before me a similar letter, dated February 7, 1952, 
signed by the then Secretary of the Treasury, John W. Snyder, to 
Senator Maybank, expressing essentially the same type of adverse re- 
port on the bill. This is on 8. 2342. In summary, there are four 
points here. 

The Treasury would have to borrow money elsewhere if it could not 
borrow from the national service life insurance fund. In other words, 
these funds are not uninvested. They are invested in 3-percent Gov- 
ernment securities. That would add to the Treasury’s market financ- 
ing program. 

Secondly, this would be a way of having a sizable budget program 
in effect without any effect on budget receipts or expenditures, the 
transactions being carried through the trust fund. 

Also, the point was made that if this were allowed for the national 
service life surance fund, there would be strong pressure on behalf 
of some of the other trust funds—the old age and survivors insurance 
trust fund, the unemployment trust fund, and so forth—as to the de- 
sirability of their going into similar types of mortgages. 

Lastly, there is the point that this would create further Government 
participation in a market in competition with private financial insit- 
tutions, and there was the question raised as to what extent Government 
participation should lean in that direction. 

The treasury has not considered this matter specifically since 1952. 
I have no reason to believe, however, that the opinion would be 
changed. 


I have this letter, if you would like to have it in the record. 
Senator Sparkman. We would be very glad to have it in the record. 
(The letter referred to follows :) 


TREASURY DEPARTMENT, 
Washington, D. C., February 7, 1952. 
Hon. Burnet R. MAYBANK, 

Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Mr. CHAIRMAN: Further reference is made to your request for the 
views of this Department on 8. 2342, to facilitate home mortgage loans to vet- 
erans desiring to purchase or construct their homes. 

The bill would authorize the Administrator of Veterans’ Affairs to sell to 
the Secretary of the Treasury at par any direct home loans made by the Admin- 
istrator pursuant to section 512 of the Servicemen’s Readjustment Act of 1944, 
as amended. The Secretary of the Treasury would be authorized to invest up 
to 20 percent of the moneys in the national service life insurance fund in such 
home loans offered to him by the Administrator. 

The national service life insurance fund has assets of over $5 billion and 
to permit up to 20 percent of the fund to be invested in direct veterans’ home 
loans would be a grant of authority which would in effect make over $1 billion 
in new mortgage money available for the type of veterans’ loans involved. 

The moneys in the national service life insurance fund are invested in special 
issues of Government securities. If the fund were to be used for financing vet- 
erans’ housing, the Treasury would be required to redeem the securities held by 
the fund which in turn, would necessitate the borrowing of additional cash in 
the market at a time when.a substantial deficit is already anticipated due to 
the defense program, if no new taxes are levied for the current and succeeding 
fiscal years. 

In addition, the Department believes that enactment of the bill would.establish 
an undesirable precedent. For example, other Government trust funds include 
the civil service retirement fund, which amounts to about $5 billion; the unem- 
ployment trust fund, which amounts to about $8.5 billion; the Federal old-age 
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and survivor’s insurance trust fund, which amounts to about $15 billion; and 
the railroad retirement account, which amounts to more than $2.5 billion. To 
permit the use of one Government trust fund for the benefit of one particular 
private group would lead to pressures for utilizing other trust funds for the 
benefit of other private groups. Such use of trust funds could involve the hidden 
expansion of Government expenditures by huge amounts since such expenditures 
would not appear in the customary statements of budget receipts and expendi- 
tures. Moreover, large-scale investment of trust funds in long-term private 
obligations of lesser security than Government obligations in which such funds 
are presently invested would result in lesser liquidity of the trust funds and 
would be undesirable from the standpoint of meeting future obligations of the 
funds. 

Finally, the desirability of the Government purchase of private mortgages as 
a regular procedure is highly questionable as the Government would be placing 
itself in direct competition with private lending institutions—a situation which 
would be inconsistent with the underlying theory of existing housing programs 
under which private capital plays the primary role, with the Federal credit aids 
playing a subsidiary part. 


In view of the foregoing the Department is opposed to the enactment of the 
bill. 


The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee. 
Very truly yours, 
Joun W. SNYDER, 
Secretary of the Treasury. 

Senator Sparkman. Anyone else with to comment on that? 

May I say this: With reference to the point that pressure would be 
built up to invest other funds, I think the thing that prompted Sena- 
tor Maybanks’ action was the fact that here was an operation being 
carried on by the Veterans’ Administration itself, and he was simply 
proposing to let the operation stay within that one agency. It was 
doing both. It was handling the insurance fund. It does seem to me 
that there may be some merit in the suggestion that this is not a fully 
guaranteed obligation. In practice it is, but in actuality by the letter 
of the law it is not. 

Mr. Darey. And the underlying concern, of course, of the Veterans’ 
Administration was as to the, shall I say, sanctity of the national serv- 
ice life-insurance fund. It should be available at all times to pay off 
any obligations that might ensue as a result of the contract entered 
into between the insured and the Government. 

Senator Sparkman. We could go on and discuss a lot of things. 

By the way, we have invited to these hearings as observers various 
trade associations or organizations. I wonder if I might call on some- 
one representing each one. If you have any comment, I do ask you to 
keep it brief, in order that we may complete the hearings this morning. 

Mr. Peterson, president of the Wietgans Bankers Association. Mr. 
a do you have some comment? We would be glad to hear from 
you briefly. 

" “Mr. Pavieliion Thank you, Senator. I have sat through this ses- 
sion with considerable interest. 

Senator SparkMAN. And patience. 

Mr. Pererson. Patience, no. I have been thoroughly impatient 
with everybody. TI realize the problems that we are faced with in the 
various agencies. It is very vital to the members of our association, 
and I hope to report to them at length the extent to which you are 
going into the problems that we are faced with. 

One comment I would like to make is that in my opinion this word 
“warehousing” has become an onerous word. I wish it could be elim- 
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inated from our vocabulary. We do need interim financing, as has 
been so ably pointed out. We can’t live without it, and I prefer to 
have it referred to as interim financing of short-term credit. 

We believe that there are some fallacies in the fact that we have a 
fixed interest rate in the VA and the FHA field. Certainly most of 
us would advocate the free interest rate. We believe, as expressed 
here, that money is a commodity like anything else, and it should oper- 
ate accordingly in a free economy. So I hope that something could 
result from the opinions that have been expressed by this very able 
session in that connection. Thank you very much. 

Senator Sparkman. Thank you. We are glad to have had you with 
us and to have had those comments. 

Is Mr. Albert Payne, of the National Association of Real Estate 
Boards, in the audience at the present time ? 

Mr. Payne. Mr. Walker is representing us. 

Mr. Oxtver Wavxker. I don’t have much to add, except that we be- 
lieve that homeownership is one of the great things for America, and 
it does disturb me after studying the money market and the peaks and 
valleys. Certainly some coordination is needed. It is not good for the 
public to have GI’s selling at 94 and 95 this year and have them selling 
at par last year. Certainly we ought to be able to work out a system to 
stabilize the market. That is the main point that I want to get over— 
that for the good of America and public homeownership we need more 
stabilization in the mortgage market. 

Senator Sparkman. Thank you, Mr. Walker. We appreciate your 
attending the sessions and giving us this comment. 

Mr. Neil Hardy, of the National Association of Home Builders. 

Mr. Harpy. I think I have no comment to make, sir. 

Senator SparKMAN. We welcome your attendance. 

Mr. Wade Harrison, general counsel of the United States Savings 
and Loan League. I believe he has just left. 

Would any other group or organization like to say something, I 
was about to say speak now or forever hold your peace. That won’t 
do, because we will Sea other hearings. 

Suppose we get to the point of summarizing our several statements. 

Mr. Ciarxe. I wonder, before we do that, whether you might want 
to ask some of the members of the panel to discuss your second state- 
ment here, which was that the discounting of VA-guaranteed ana 
FHA-insured loans as a recurring practice tends to negate public 
policy. It seems to me that the whole question of discounts we have 
avoided this morning. We ought to have some discussion. 

Senator SparKMAN. I will be very glad to. I thought we had cov- 
ered that pretty well yesterday. It does seem to me that it does negate 
public policy, and at first there was considerable resistance to it. You 
recall at one time the Veterans’ Administration issued a directive that 
no discounts would be allowed. Later on there was a modification of 
it. I would be very glad to have any comment from anyone regarding 
that. Do you care to comment on itt 

Mr. CLarKe. I was hoping somebody else would. 

Mr, Coogan. Everybody seems to think “discount” is a nasty word, 
but almost everybody around the table has commented during. the 
discussion on the essentiality of the discount in order to have’ the 
mortgages move freely and meet the market conditions, the geographic 
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distribution, and the sometimes adverse foreclosure laws in certain 
States on the relative quality of the property on which the mortgage is 
placed. 

The discount is like a handicap in your golf game. It is the way 
you average out the mortgages to meet the market. Of course, the 
money is concentrated in New York and New England and the East, 
and I think Mr. Clarke brought out yesterday that where they are 
self-servicing they are getting the full net yield on the mortgage. 
The minute they go out of the State and have to use another servicing 
agent and pay him a half of 1 percent, they have to buy at a discount 
to average their yield up with their local yield. So the only induce- 
ment to go out of the State, outside of pressure of investments, is the 
yield that will balance their yield. I think we have been able to 
maintain a flow of money through Florida, the Southwest, California, 
and the other States through the attractive yields that have been 
presented, which have fluctuated more or less with the money market, 
compounded, as I think I brought out yesterday, by the supply and 
demand law. In areas where there is a terriffic production of houses 
and large volume of mortgages they are bound to sell at greater 
discounts. 

I think we had one experience with the VA. I think of May 18. I 
think that date will always be remembered. There was an absolute 
prohibition against discounts, and overnight mortgages just didn’t 
sell. Everybody refused to buy, and we had a 30-day or 40-day hiatus, 
with no transactions in the VA mortgage field. I think we sort of 
proved our point. 

I think the discount has proved its adaptability. I think that with 
the problems we are facing today the discount is merely an indicator 
of what is going on in the mortgage business and in the money market. 

Senator Sparkman. Anyone else want to comment on it? Mr. 
Morgan. 

Mr. Morean. I think it would be a little unfortunate if by chance 
the cost of money were to rise a little bit more and if the discounts 
spread and deepened, with what may look to the public to be an excess- 
ive discount. I am afraid the same kind of discredit will fall on the 
word “discount” that has come on the word “warehousing”. From that 
point of view I think that in the long run there ought to be somebody 
willing to take the initiative and willing to take the responsibility in 
Government, if we can’t have a completely free rate. Then there ought 
to be somebody big enough to take the responsibility for the change in 
the rates to keep the discount market relativly within bounds. 

Senator Sparkman. I am glad you threw that suggestion in. I have 
been wondering in my own mind—and I started to ask this question 
a minute ago—whether or not there ought to be some kind of central 
control or supervision to make certain that the discount, which I 
protest against but very reluctantly admit seems to‘ be a necessity, 
is not abused. For instance, we have in our files communications re- 
ferred to us by a member of the Senate from the Pacific Northwest 
Senator Magnuson, of Washington, letters from constituents who have 
taken the matter up with him, in which they referred to discounts of 
10, 12, and 14 points. If such discounts exist, it seems to me somebody 
has been abusing the system. 
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Mr. Stone. The discount was 9 points, and the selling 5 points, 
making a total of 14 points. The discount was not 14 points. 

Senator SparKMAN. So far as the seller was concerned, he took the 
14-point deduction, whether you call it discount or what, didn’t he? 

Mr. Stone. That’s right. 

Senator SpaRKMAN. So the net effect to him was it cost him 14 points. 

Mr. Mason. It doesn’t represent the market in the Seattle area. 

Senator SparKMAN. I say it seems to me that big a deduction, if you 
don’t want to call it a discount, indicates somebody has been abusing 
the situation. 

Mr. Morean. Senator, just to have the record clear on this matter 
of sales in the State of Washington at substantial discounts, those 
loans were offered at 90, and they were on houses that were 30 years 
old and over. I wouldn’t want the impression to be left here for a 
minute that there is a 9-point discount commonly in the market today. 

Senator SparKMAN. I said there were individual cases that had 
been referred to us by Senator Magnuson. 

Mr. Mason. Senator, would it be helpful if I were to introduce into 
the record our opinion of what mortgage discounts are? 

Senator SparRKMAN. Yes, we would be very glad to have it. Yes- 
terday I believe I put in the record the one of FNMA, but they are 
not necessarily identical, are they ? 

Mr. Mason. No, they are not. 

Senator SparKMAN. I am told that I did not put it in the record. 
I think I shall put in the record the one from FNMA and we will be 


glad to include the one you have, Mr. Mason, and also one from the 
Veterans’ Administration. 


(The material referred to follows :) 
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SECONDARY MARKET PRICES FOR IMMEDIATE DELIVERY OF FHA Home MOorTGAGES 
INsuRED UNpbeER Section 203° 


Opinions from FHA insuring offices as of November 1, 1955, on typical prices 
offered in the secondary market for immediate delivery of mortgages insured 
under section 203 on homes in the cities of 72 offices in the continental United 
States, indicate an overall average of about $98.20 per $100 of mortgage amount. 

In the six FHA zones, quotations of par were typical in the Northeastern States 
(zone I), $98.60 in the Middle Atlantic States (zone II), $97.60 in the Southeast 

zone IIT), $98.30 in the North Central States (zone IV), $97.70 in the Southwest 
(zone V), and $97.90 in the West (zone VI). 


The trend of the zone and national average price quotations since mid-1953 are 
shown in the attached table. The data represent the best information available 
to FHA field offices but are not based on FHA records of actual transactions, nor 


are the national or regional averages weighted to reflect the volume of transac- 
tions at various prices. 


Average typical prices offered for FHA-insured (sec. 203) home mortgages in 
secondary market, immediate delivery transactions 


[Amounts per $100 of outstanding loan amount] 
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for sec, 203-insured mortgages available for immediate delivery in market areas of FHA insuring office 
cities, 


Voluntary home mortgage credit program—Distribution of loans placed through 
October 1955, by loan to ratio, term of loan, and price at which loan was taken 


Cumulative | Percent 


of total 
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1 Source: Federal Housing Administration, Division of Research and Statistics. 
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Summary of secondary market prices for GI home loans * 


LOANS WITH NO DOWNPAYMENT (OR MINIMUM DOWNPAYMENT) 


New England_-.-..-.....-- 
Middle Atlantic 

East North Central 

West North Central 
South Atlantic 

East South Central 

West South Central 





| 


August | February 
1954 | 1955 


9914-100 
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100 percent loans with 30-year term 
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LOANS WITH A DOWNPAYMENT 


j | | 

| perce | 

5 percent downpayment,|°"30 Percent se 0 
25 year term years 25 years 





August | February July July 
1954 | 1955 1955 | 1955 


New England 100 


Middle Atlantic 
East North Central 
West North Central 
South Atlantic ! 


100 
-100 
-100 
-100 
98 -100 

-100 
98 -100 
9644-100 
96 -100 


100 
98 -101 
9614- 99 
9644-100 
98 -100 
9614-100 
98 -100 
98 -100 
96 -100 


-101 100 -101 
9814-101 
98 -100 
96 -100 
-100 
-100 
-100 
- 9 
-100 


96 -101 
9334-100 
95 -100 
95 - 9 
7 - 99 
97 - 9 
93 - 98% 
9334-100 





West South Central 
Mountain 
Pacific 


97 
98 
97 
93 
97 





1 Based on reports of VA field officials in the 53 regional offices for which generally comparable data is 
available for the periods shown. The data for August 1954 reflects prices reported as prevailing 6 months 
ago in a February 1955 survey; data for more recent periods was reported during the month indicated. 


Senator Sparkman. Any further comment? 

Mr. Cuarxe. I think I expressed yesterday as a concern of mine 
that in the continuous tightening of money the discounts will increase, 
and if discounts continue to increase we will be, I think, in a very bad 
position as to new operations. We are dealing with a controlled price 
of the VA, with certificates of reasonable value, and as discounts 
increase the profit motive goes out of building completely. As the 
discounts increase it would seem to me we could get a very quick and 
very bad shock in connection with building. F cant help but feel 
that something ought to be done on the subject of interest rates to 
permit varying them. We have no control over the money market, 
none of us. It is purely a competitive situation in which we have to 
meet competitive rates of other debt instruments, and it seems to me we 
are really approaching a pretty dangerous situation. 

Mr. Coogan. Senator, isn’t the effect of the interest rate and the 
discount the limiting factor and the actual money control over the 
volume of housing? Discounts are met only with great difficulty by 
the builder. It is the effective control over the volume of housing 
keeping pace with the amount of money available for the mortgage 
market. I think the subject is a highly complicated one. I agree with 
Mr. Morgan that if a discount is nationwide and prevails for a certain 
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length of time it is a definite trend in money rates and that the interest 
rate has to be adjusted. But I think the subject has to be approached 
with a great deal of caution. Last spring if we were following that 
theory it would have raised the interest rate last spring and we would 
have a further overabundance of mortgages at a higher rate that 
would still be binding. The last time it was increased, Senator, the 


discount on the 4-percent mortgage was carried pretty much over into 
41% percent. 


Senator SpaRKMAN. Yes; I recall that. 

Mr. Mason. These figures that we have show a 1953 higher discount 
rate than we are now paying. 

Senator Sparkman. Who wants to give the first summarizing state- 
ment? Shall we start at one end of the table or the other? Mr. 
Morgan, are you ready ¢ 

Mr. Morean. Senator, what I wrote this morning isn’t pertinent 
now. It just say what was said yesterday. 

I would like to point out that I think that there is a great lack of 
coordination between the various agencies involved in this business. 
This business on a national basis is a relatively young business, and 
many of the type of organizations have not been welded together into 
an overall industry type of supervision. It seems to me and it is par- 
ticularly true that those having control of the policies affecting the 
money supply, do not necessarily see eye to eye with those having 
control of the controls involving the business. So much for that. 

Second, I think that we will not be in a position to properly study 
the business until we get better figures. [am frankly amazed that the 
Congress itself has not seen the need. Those of us who have been close 
to the situation have advocated year after year the necessity for a better 
study. I think there is nothing that points this up better than the 
absolute lack of information on the secondhand market. We come here 
and we talk about the new housing market, the starts, but we forget 
that the great big market is the secondhand market. I am just as 
sure as I can be that Dr. Fisher is right that what happens to the 
secondhand market may some day swamp the new market. 

Third, and this is critical for our own business, of our own investors. 
It is critical for the savings banks, the savings and loans, the life- 
insurance companies, and the final investors, I think we need a 
strong educational program among the final investors to bring home 
to them the fact that a constant supply of money is necessary in a 
capital industry as heavy and as large in proportion to the total 
national picture as the house-building industry is. We can’t have the 
house-building industry vary and go through the gyrations that this 
business has gone through in just the last 5 years and have anything 
but lots of round tables. 

Senator Sparkman. Thank you, Mr. Morgan. Mr. Wellman. 

Mr. Wetriman. I believe that the present condition of the mortgage 
market is a direct result of the conflict between the social objective 
of steady sustainable growth for the economy and the social objective 
of more and better housing in the years 1954 and 1955, and that the 
closer and the more frequently we approach the goals of the Employ- 
ment Act of 1946 the oftener and the more frequently such conflicts 
will arise. What we are basically facing here is a problem of how we 
are to raise resources. 
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I do not agree that the method by which you raise resources is 
material allocations or any of the so-called devices which have been 
used in the past. I personally prefer the utilization of credit controls 
as a device for the rationing of resources, That is of particular 
pertinence in the field of housing credit. I believe frankly that in 
those terms responsible Government policy has to aim at minimizin 
the unfortunate consequences which result from these collisions which 
we experience almost periodically, and with that object in mind I 
have six suggestions. 

First of all, I believe that the variation in terms and downpayments 
on VA and FHA loans must be more closely and promptly coordinated 
with the action of monetary authorities. They shoukd not come as a 
belated recognition of what the Federal Reserve has long since done. 

Second, I believe that the Federal Reserve Board needs selective 
control over consumer credit, so that it may on occasion at least avoid 
the use of general credit controls, which in periods of full employ- 
ment have a particularly heavy impact on housing credit. 

Third, I believe that the internal policies of the Home Loan Bank 
Board should be so reconstituted so as to avoid even a temporary 
locking of its facilities such as occurred this year, 

Fourth, I certainly concur that this business needs a lot more 
information than it has ever received. 

Five, I believe that industry and Government should resist any 
efforts to cut the umbilical cord that ties the mortgage market to the 
capital market by the use of excessive Government financing, either 
through the device of FNMA or some other type of organization, for 
it is one of our few controls that remain on housing. 

Sixth, I believe very strongly that every effort should be made to 
improve by both education and technical devices a broad mortgage 
market by bringing more long-term investors into the market, but I 
certainly do not believe that that process is a process which will occur 
overnight, nor do I believe it is a process which will relieve the tem- 
porary situation. 

In sum, I believe we are dealing with a peculiar, difficult kind of a 
problem, which requires considerably more imagination, and I might 
say, more courage, in its management than we have so far demon- 
strated. 

Senator Sparkman. Thank you very much, Mr. Wellman. 

Mr. Turner, do you want to modernize your statement ? 

Mr. Turner. No. I would like to add one very brief final thought. 
It is my conviction that our policies should be directed—rather than 
at repeated injections of adrenalin into the housing construction 
patient every time it shows signs of flagging—toward an attempt to 
stabilize the mortgage market so that long-term growth and housing 
can be sustained on a financially sound basis. It should be the primary 
policy of Government to give vigorous attention to programs for 
reducing the real cost of housing. We are going to have enormous 
demands for housing in the mid-1960’s, when the war babies reach the 
marriage age. We need to get ready to meet that boom. The real 
solution lies, in my conviction, not in further extension and manipula- 
tion, but in getting the real cost of housing down so that it is within 
the income of the great mass of American families. 

I would like to go on in that vein at some length as to how we could 
do that, but that would be somewhat inappropriate for this meeting. 
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Senator SparkMAN. Thank you, Mr. Turner. I want to say that I 
used the term “modernize” entirely in a facetious manner, because you 
had already made a statement, and I really meant to bring it up to 
the last moment or supplement it. 

Dr. Fisher. 

Dr. Fisuer. Mr. Chairman, my speech has been made for me by 
two of the previous speakers. I would simply emphasize what to me 
appears to be the most neglected aspect of the problem. In the past 
and in most of our discussion we have emphasized the building industry 
and the increment to the standing stock. I am convinced that the 
standing stock is the dog that wags the tail. I think that we must 
understand the behavior of the mortgage market, not the behavior 
of the market for new funds or new construction. I think that is the 
tail that gets wagged by the dog. 

I ,, ould also aepeeane the privilege of reemphasizing the lack 
of information in this field, not only in the field of housing and home 
financing, but this is par excellence the market for consumer durable 
goods. As our economy becomes more and more an economy of con- 
sumer durable goods, I think it is imperative that we understand more 
about the behavior of markets for consumer durable goods. Since 
housing is the consumer durable goods par excellence, 1 think it will 
serve a double purpose for us to spend a lot of our resources and time 
in understanding mortgage markets on residential real estate. 

Let me add, Mr. Chairman, a word of appreciation for the privilege 
of being here and participating in this panel discussion. I should 
like to compliment the chairman on the way in which the discussion 
has been conducted. I have felt for decades, since my first contact 
with Congress, that the Members of Congress, both the Senate and 
the House, are eager to learn, and, Mr. Chairman, you have certainly 
demonstrated that you approach the Poa as I believe most Con- 
gressmen do, with an open mind and not with a closed mind, and 
appreciate an Ser onne to study the facts. You are the opposite 
of the person whom I referred to yesterday, who takes as his motto 
“My mind is made up. Don’t confuse me with facts.” 

enator SparkMAN. Thank you, Dr. Fisher. My mind is not only 
open in the usual sense, but it is open to the extent that there is not 
much in it as far as knowledge of this complex problem is concerned. 

Dr. Fisuer. We should not agree with that, Mr. Chairman, after 
observing your questions over the past 2 days. 

(The following was subsequently received from Dr. Fisher :) 


Morteace CreDIT AND MARKET Prices * 


Real-estate credit enables a borrower to anticipate income in liquidating the 
purchase price of rights. It supplies present purchasing power in exchange for a 
commitment to repay a mortgage loan from future income. Thus credit permits 
the borrower to pay a higher price for the rights than he could otherwise pay 
from his own resources. It often allows the mortgagor to buy rights which he 
could not have purchased at all without the aid of a loan. As a result, the avail- 
ability of credit and the terms upon which it is offered influence both the number 
of transactions and their prices. 

For buyers of fees to homes credit tends to help the borrower pay more for 
rights or acquire a better home than could otherwise be done, depending upon the 
level of the rate of utilization, When the rate of utilization is above the critical 


2 Ragrinted, by yeruietn from Fisher, Ernest M., and Fisher, Robert Moore, Urban Real 


Estate, pp. 3 copyright, 1954, by Henry Holt & Co., New York. 
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zone, increasing competition among buyers of housing space leads to rising prices 
and rents. Purchasers who can borrow at the highest loan-to-value ratios—or 
at the lowest interest rates and for the longest terms—-will maximize the amount 
of their mortgage loans. With this increased purchasing power they can outbid 
competitors for the relatively limited amount of available space. Their greater 
bargaining power will be quickly translated into higher market prices. As a 
result, prices may rise beyond the reach of other prospective buyers who are un- 
able to obtain as much credit on their own account. Complaints may multiply 
that credit conditions are too strict and should be liberalized so that persons with 
fewer liquid resources or lower incomes can enter the market. If credit is 
liberalized accordingly, more buyers than before will flood the market and their 
increasing bargaining power will once again be translated into higher prices. 

The more liberal the credit terms, the farther prices are likely to rise before 
the rate of utilization returns to the critical zone. Moreover, the greater the 
probability that housing standards may fall because as prices mount higher and 
higher, buyers may have to utilize their full credit in order to compete in the 
market. Under these circumstances the liberalization of credit stimulates the 
purchase of fees, and it tends to cause buyers to pay higher prices for homes which 
would have brought lower prices if credit had not been loosened. 

After the rate of utilization declines below the critical zone, prices and rents 
drop. Home occupants who previously bought homes under the most liberal credit 
terms available will tend to be among the first to encounter financial difficulties 
as their equities are wiped out. In the expectation of further price cuts, prospec- 
tive purchasers are likely to prefer liquidity and rental tenure. 

As the rate of utilization checks its decline and starts to rise again, prices and 
rents will begin to level off. Buyers who now finance the purchase of fees with a 
mortgage loan will be able to obtain a better home for their money than they 
could without credit. For any increase in demand for homes in fee, stimulated 
by the availability of credit, will not cause prices to rise as long as the rate of 
utilization remains below the critical zone. 

If mortgage conditions are liberalized in an effort to revive the market, at least 
three results may occur: (1) as terms approach rental conditions (nearly zero 
down, pay as you go), some tenants who formerly thought that renting was 
cheaper than owner-occupancy will buy; (2) other tenants who formerly wanted 
to own. a fee but could not meet downpayment or debt-service requirements may 
buy. In both cases buyers are aided by the fact that prices are much lower than 
before; and (3) mortgagors will obtain larger homes for the same downpayment 
and debt service which would have commanded smaller homes before credit was 
liberalized. The liberalization of mortgage terms, therefore, tends to produce an 
improvement in housing standards. 


Senator Sparkman. Thank you very much. Mr. Clarke. 

Mr. Ciarke. Senator, I will pass on this one. 

Senator Sparkman. Mr. Keyserling. 

Mr. Keryseriine. Mr. Chairman, I should like to make a couple of 
comments. 

In the first place, I think our economic resources are determined by 
our manpower and natural resources and our technology, and that we 
have two problems: First, to use those reasonably, fully ; and, second, to 
use them for meeting the people’s needs. Practically every great eco- 
nomic difficulty we have gotten into, including the great depression, 
resulted from trying to shape our real resources to our money resources 
or our financial resources, rather than making our financial resources, 
which are manmade, shape to our natural and human resources and our 
national needs. 

I think we are drifting into an area here in housing, if I may say so, 
where we are trying too much to shape our real economic resources to 
our financial resources, rather than recognizing that we can and should 
share our financial resources to our economic capacities and needs. 

As to housing needs, nobody is really so foolish as to say that we can 
satisfy them immediately at the expense of other things. There has 
to be a balance between housing and other priorities. But I would 
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point out that in 1950, when we reached a much higher level of hous- 
ing construction than today, we got into the Korean war in the middle 
of that period, and the real needs of mobilization, plus the scare buy- 
ing, exerted a tremendous influence upon the price level. Allowing for 
the great increases in capacity since then, the great increase in the size 
of the economy, the tremendous boom in productive resources, I still 
think that our housing production is ak too low, measured against 
other national needs. 

The other point I want to make is that family formation seems to me 
to be no adequate index as to basic housing needs. The Indian econ- 
omy is faced with the problem of trying barely to keep up with popu- 
lation growth, The whole structure and genius of the American eco- 
nomic machine is that the standards of living have risen faster than 
family formation, and that is why we are ahead of the Indians, with- 
out any criticism of them. If we applied the concept of family for- 
mation to any other sector of the economy, whether it be farm prod- 
ucts, whether it be automobiles, whether it be household equipment, 
or whether it be anything else that you can think of, we would now be 
in a terrific depression Contin we had merely kept up with family 
growth. We really have a housing problem because, while in all other 
sectors of the American economy we have for years and years surged 
ahead of family formation and raised the standard of living, in hous- 
ing we have just about kept with family formation. That is why— 
and I am surprised not to have heard it referred to in these hear- 


ings—one-third to one-quarter of the American population are still 
ae otk housed, and we have to bring our housing production into 
outlets for vastly increasing productivity in the factories, 


line, wit 
and the need to shift some of our farm population to industrial areas. 
We can never do that merely by keeping up with family formations. 

So that I think on economic grounds as well as on housing grounds 
our housing product is far short of any kind of correlation with the 
rest of the economy. 

Just one word on statistics. I appreciate the desire of everybody to 
have more and more statistics on everything. I think there is a great 
deficiency of statistics in some areas of mortgage credit. On the other 
hand, as one who has followed this housing thing, I think that the 
Con has done a tremendous job over the past 20 years, and partic- 
ulagte beginning with the hearings that Senator Taft inspired in 1944, 
on these basic questions of housing need, on these basic questions of 
what kind of standard of housing the American family has, what 
income distribution is as it relates to housing. I think we have a good 
many statistics, and the problem is considerably one of interpretation 
and policy. 

Senator Sparkman. Thank you. Mr. Coogan. 

Mr. Coogan. I, too, Senator, want to express my thanks for being on 
the panel. I think we can all agree on the importance of the basic 
policy of the Federal Reserve Board in the present stage of the economy 
to prevent an overextension of credit. tt is equally clear that the 
Congress has long recognized and has enacted legislation to carry out 
certain basic housing objectives. As has been pointed out, across-the- 
board monetary controls exercise selective restriction on the field of 
mortgage financing, even though not so intended. This, poses the 
dilemma of maintaining a reasonably stable level of housing starts 

70168—55——11 
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while continuing to prevent an overextension of credit generally. This 
can only be resolved by making the mortgage more attractive in the 
field of competitive investments. 

While the mortgage reforms of the past 20 years have done much to 
establish the system of financing upon which mass home construction 
can be based, we have not made comparable improvement in widening 
the source of mortgage funds. As an investment device, a mortgage 
as such appeals only to a limited group of investors. Regardless of 
yield, as a technical security it requires a conversion device in order to 
compete in the general investment market. This conversion device 
means simply a central mortgage facility to issue notes and debentures 
against insured and guaranteed mortgages. Such securities, as dis- 
tinguished from mortgages themselves, would be competitive with 
similar obligations. These notes and debentures could be issued from 
time to time on such terms as to meet the prevailing market. Essen- 
tially, this proposal was a basic part of the original National Housing 
Act as passed in 1934. That act contemplated a system of private 
national mortgage associations to discharge this function. Unfortu- 
nately, for a variety of reasons this portion of the National Housing 
Act never became operative. The home loan bank system, which in a 
limited degree carries out the same function for the savings and loan 
associations, has proved the inherent soundness of this approach over 
the past 23 years. Such a central mortgage facility should have broad 
powers to buy, sell, and discount mortgages on such terms as its board 
of directors should set from time to time. Naturally, it must be coor- 
dinated with the Treasury and Federal Reserve policy. Only by such 
a modernization of our whole financial system can we make home- 
ownership available to all qualified buyers at all times. 

(The following was subsequently received from Mr. Coogan :) 


SUPPLEMENTAL STATEMENT OF THOMAS P. COOGAN 


Summarizing my reaction to the discussion and the chairman’s question, I 
was surprised by the time and attention given by most of those present to the 
correctness or incorrectness of present controls. It would seem to me that 
more attention shotld be given to the consideration of affirmative measures 
that would lead to a proper and stabilized level of home building. 

In considering home construction, it was evident from this panel and from 
many other groups that it is not planned in its proper perspective. q 

Housing is and has been treated as a function of money and not as a function 
of need. This is the error into which we constantly fall and as a result, to 
fulfill our housing needs, we place too great a reliance on each terms and a 
generally easy money market. Consequently, in periods of easy money we 
overbuild and not in the place and price class where the need lies, but ex- 
clusively where the money is available; and in periods of tight money, we 
underbuild regardless of demand and on the very selective basis of ability 
to pay. 

As a result, the solution of the problem requires an additional device to base 
housing on the annual need regardless of the money supply, recognizing that in 
periods of tight money, it will be necessary to carry the long-term obligations on 
short-term credit until the cycle is revised. ; 

Again, in periods of easy money, it is necessary to regulate the flow of money 
in home mortgages and prevent overbuilding and.the resulting inflationary 
impact. 

Mortgages should be held in tight money periods and marketed during 
more favorable periods thus easing the strain on both housing and inyest- 
ment funds. 

A proper and stabilized level of home construction could be achieved through 
a central mortgage facility on which I have already submitted a brief outline 
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to the committee. In further expansion of this statement, the following ex- 
planation is offered: 


(1) Mortgage companies, savings banks and commercial banks should be 
eligible for membership in the central mortgage facility through stock owner- 
ship, with a minimum requirement as to stock. 

(2) Ability to buy, sell or discount should be limited to stockholders and 
based on a ratio of 30 to 40 to 1 of stock ownership. -On a revolving basis, that 
is, $20,000 worth of stock would permit the sale of $800,000 of mortgages to 
the Bank as a limit. When a member resold out of the Bank $500,000 in mort- 
gages, he would again be eligible for sale or discount of the $500.00. 

(Note.—By this method, FNMA would have an active nationwide group of 
aggressive salesmen keeping its portfolio turning over.) 


(3) Members could increase their participation by buying larger amounts 
of stock. 


(4) The Board of Directors should be a strong representative group with wide 
discretionary powers to set buying and selling prices, discount price and rate. 
Basically the sale should be a point total above buying price—the discount price 
should be 90 percent of current market buying price and with full recourse. 

(5) The facility should issue notes and debentures as needed and at the going 


market rate for the term desired. 

Senator Sparkman. Thank you. Mr. Brown. 

Mr. Brown. Senator Sparkman, I hope this hearing has been help- 
ful to you, although we haven’t reached any great conclusion, and 
I do want to say that it has been very helpful to me. I feel that if 
we have an understanding of the problem as a whole, we can certainly 
do a lot better. 

I am somewhat in the position of Mr. Morgan, in that the comments 
which I wrote last night and the ones I have written before he started 
to talk are also outdated. 

In general, those from all four agencies who spoke yesterday stated 
that they took some action which directly or indirectly influenced the 
rate of housing starts, and they did so because conditions in the money 
market and tendencies to rising prices or shortage of labor indicated 
that they had to do so to maintain a stable dollar and to keep the 
housing market healthy. We may have disagreed with some of the 
methods used to approach those goals, but certainly we can’t argue 
with the objective. They have all indicated, too, that they hope 
to be able to take their feet off the brake, so to speak, in time to prevent 
this thing from becoming completely disorganized, so that we can 
maintain the same sound housing business. 

Comments have been made on the availability of figures and all 
the factors that bear on the decision as to when such action, if any, 
should be made. I do want to say that whether we can determine a 
proper rate of housing starts nationally or not is one thing, but it 
is terribly important that those if they can be reached are interpreted 
locally. If we need a million or a million and a half nationally, we 
ae to put them in the right spot or we still haven’t solved the 

roblem. 
' Mr. Morgan has commented on the fact that it is terribly important 
that we have a coordinated policy. Mr. Cole, Mr. Stone, Mr. Martin, 
and Mr. McAllister all have to act in some unison or they will be 
going in different directions. I think that what they have done so 
far has been directed toward the same end, although with perhaps 
a little different sense of timing, and that coordination has to be main- 
tained. I feel that a flexibility of rates and terms must be maintained 


so that we can adjust to changing circumstances as may be indicated 
in the future. 
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Senator Sparkman. Thank you. 
Mr. Brown. Thank you very much for the privilege of being here. 
(The following were subsequently received from Mr. Brown.) 


{From the American Life Convention and Life Insurance Association of America, Joint 
Investment Bulletin, March 28, 1955) 


VIEWS OF THE LIFE INSURANCE BUSINESS ON THE CURRENT RATE OF RESIDENTIAL 
CONSTRUCTION 


Attached is the statement adopted by the Joint Committee on 
Economic Policy regarding the current rate of residential construc- 
tion, which was drafted with the assistance of the Subcommittee 
on Housing and Mortgage Lending. It has been forwarded to the 
chairmen of the House and Senate Banking and Currency Com- 
mittees and also has just been released to the press. It expresses 
concern about the inflationary implications of the current rate of 
residential construction. 

The life-insurance business believes that the current very high rate of residen- 
tial construction has inflationary implications which should be a source of .con- 
cern for the administration and all interested in a sound home building industry. 
At the present pace home construction is definitely borrowing from the future. 

During the past decade the high volume of residential construction has been 
most desirable. It has made an enormous contribution to improved living 
standards for the American people and has exerted an important stabilizing in- 
fluence on the national economy as a whole. This high and well-sustained level 
of residential construction has been the natural outgrowth of a backlog of de- 
mand built up by the dearth of home building during the war, the rapid rate of 
new family formation, and the generally prosperous state of our economy. 
Moreover, it is in the national interest that residential construction continue at 
a healthy rate to meet the needs of our people and to maintain its stabilizing 
influence on general business activity. 

We believe, however, that at the current very high rate the residential con- 
struction industry is drawing on future demand and is doing so in the face of 
mounting inflationary pressures. It is evident, therefore, that measures need 
to be taken promptly by Government and private groups to dampen down the 
boom in housing. 

The basic cause for this boom is excessively easy credit. This is certainly no 
time for 30-year, no-downpayment mortgage loans guaranteed by the Veterans’ 
Administration. Such terms are an open invitation to a boom-bust situation in 
home building, and they actually penalize the veteran by contributing to a higher 
price for his house. We urge that Congress act promptly to require some down- 
payment and a shorter maximum amortization peried on VA mortgage loans. 
Moreover, downpayment and amortization terms on FHA insured loans should 
also be tightened promptly. 

We believe that it would be desirable to empower the Board of Governors 
of the Federal Reserve System to regulate the terms under which Government- 
insured and guaranteed mortgages are made, namely, the interest rate, the down- 
payment, and the maximum amortization period. These terms should be ad- 
ministered flexibly and in accordance with sound credit policy. 


NATIONAL PoLicy ON HoustIne AND Morte@ace LenpIne—A STATEMENT OF LIFE 
INSURANCE CoMPANY Views, Avucust 3, 1953 


The life-insurance companies are greatly interested in sound national policy 
with respect to housing and mortgage lending. It goes without saying that 
the life companies are vitally concerned about improvement in standards of 
health and well-being of the American people—in which good housing plays such 
a prominent part. Beyond this, they are well aware of the important role 
which a thriving residential construction industry plays in general economic 
prosperity. At the same time, they have an equal interest in seeing that housing 
is not overproduced, thus causing all the difficulties which must eventually follow. 
More directly, the life companies are interested in national housing and mortgage 
lending policy because of their extremely important position as investors in 
home mortgages. Governmental policy affects the operation of the entire resi- 
dential mortgage lending system of the country, so that it is natural for the 
life companies to have views on the various policy questions. 
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THE EXTENT OF LIFE INSURANCE COMPANY INVESTMENTS IN RESIDENTIAL MORTGAGES 


Before turning to the policy questions to be discussed in this statement, it 
will be helpful to review briefly the extent of life insurance company investment 
in residential mortgages, as well as to consider some of the forces which govern 
their investments as a whole. 

The life companies have for many years found home mortgages to be an. attrac- 
tive investment, but their activity in this field has been especially noteworthy 
during the period following World War II. During the 6 years 1947-52 inclu- 
sive the life companies of the Nation increased their holdings of mortgages 
on 1- to 4-family residences from $2,570 million to $11,800 million, or a net in- 
crease of $9,230 million. This sharp increase was second only to that of $10,750 
million registered by the saving and loan associations during the same period, 
and it exceeded the net increase of $4,147 million for the mutual savings banks 
and $6,674 million for the commercial banks. At the end of 1952 life-insurance 
companies held 20.3 percent of the total outstanding mortgage debt on 1- to 
4-family residences, as compared with 30.2 percent for the saving and loan asso- 
ciations, 19.3 percent for the commercial banks, and 10.6 percent for the mutual 
savings banks. The remainder was held by the Federal National Mortgage 
Association, individuals, and other institutional investors. 

The life-insurance companies are by far the most important investors in 
Government-insured and -guaranteed mortgages. Their holdings at the end of 
1952 of $5,681 million FHA mortgages and $3,347 million VA mortgages, for a 
total of $9,028 million of insured and guaranteed mortgages, far exceeded such 
mortgage holdings by the other principal institutional investors. Commercial 
bank holdings amounted to $6,687 million, mutual savings banks held $5,405 
million, and saving and loan associations had $4,304 million, of which $3,398 
million were VA mortgages. During the period 1947-52 inclusive the life-insur- 
ance companies expanded their holdings of FHA mortgages by $4,453 million 
and their VA mortgages by $3,091 million, by far the greatest increase of any 
investor. 

Finally, the life-insurance companies held close to $3.5 billion of mortgages on 
multifamily housing units at the end of 1952, a substantial part of which were 
accounted for above in Government-insured and -guaranteed holdings. These 
holdings are above and beyond the $461 million invested directly at the end 
of 1952 in housing projects. 

Adding tegether holdings of mortgages 1- to 4-family residences and mort- 
gages on multifamily dwelling units, the life-insurance companies had total 
residential mortgage holdings of $15.3 billion at the end of 1952, amounting to 
21 percent of their total assets of $73.4 billion. 

This brief summary indicates the substantial role of life companies in housing 
and mortgage lending and demonstrates the readiness of the companies to aid 
the American people in the long-term financing of their housing requirements. 


FORCES GOVERNING LIFE INSURANCE COMPANY INVESTMENTS 


Despite the sharp increase in residential mortgages in recent years, life- 
insurance companies have by no means invested all of their funds in this field. 
Instead, they have continued their traditional and sound policy of building a 
well-diversified investment portfolio, including the bonds and stocks of industrial 
enterprises, public utilities, and railroads, Government securities, State and 
municipal obligations, commercial and industrial mortgages, foreign securities, 
and real estate. 

Some measure of the overall part played by life-insurance companies in the 
postwar period as suppliers of capital funds is provided by the following figures. 
During 1946-52 inclusive the life companies increased their holdings of industrial 
and miscellaneous bonds by $11.8 billion, public utility bonds by $6.7 billion, 
railroad bonds by $597 million, and stocks of all types by $1.4 billion. Mortgage 
holdings of all types (residential, commercial and industrial, and farm) were 
increased by $14.6 billion. A substantial part of this enormous increase in 
investments in the private sectors of our national economy was made possible 
by a net reduction during 1946-52 of $10.3 billion in holdings of United States 
Government securities. Financing provided by the life companies has played 
an immensely important role in the expansion of industrial capacity we have 
experienced which is of cardinal importance to our military preparedness 
program. 
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Certain clearly defined objectives underlie the pattern of life insurance 
company investments. The life companies are acutely aware of the position of 
trusteeship which they assume in investing the insurance savings of some 88 
million policyholders. Therefore, the foremost objective is to invest these savings 
with the maximum safety. This explains the high quality of life-company invest- 
ments and the emphasis placed upon obtaining investments free of speculative 
risk. It also explains the stress placed upon a well-diversified portfolio. At the 
same time, however, life companies labor diligently to earn the highest possible 
rate of return consistent with safety of principal, for the higher the rate of 
investment return the lower the net cost of life insurance to policyholders. 
A relatively better rate of return, and hence a lower net cost for insurance, 
is thus at the heart of competition for sales of new policies in an industry 
characterized by keen competition between companies. 

This vigorous competition between companies to obtain the best net yields on 
investments explains the sensitivity of life companies to changes in net yield on 
the various types of investments. The pattern of yields existing in the market 
at any one time on industrial bonds, utility bonds, commercial mortgages, con- 
ventional residential mortgages, and Government insured and guaranteed mort- 
gages is in a state of delicate balance. Life companies watch this yield pattern 
earefully and are quick to redirect their investments into areas where net yields 
improve in attractiveness in response to demand and supply forces. For example, 
if as a result of market forces the net yield on high-grade industrial bonds should 
rise relative to that on home mortgages, it is natural and life company funds 
would tend to shift toward greater investment in industrial bonds. Of course, 
the requirements of a balanced portfolio will always serve to keep such shifts 
from going to extremes. 

This sensitivity of life-company investments to changing yield spreads has 
great social advantages because it insures as a general rule that savings will 
be channeled into uses where there is greatest need for them. . Interest rates are 
merely prices piad for the use of borrowed money and like any other prices 
they are established basically by conditions of demand and supply in the market 
place. This system of interest rates has the function in our national economy 
of influencing the distribution of savings to their most productive uses. It is 
for this specific reason that, as will be discussed more fully later, all interest 
rates must be permitted to move freely in response to demand and supply forces. 
Wherever interest rates on certain loans, e. g. FHA and VA mortgages, are pre- 
vented by administrative and legislative fiat from rising during a period of 
capital stringency, it is only natural for capital funds to shift into markets where 
rates reflect demand and supply conditions. 


VIEWS ON NATIONAL HOUSING AND MORTGAGE LENDING POLICY 


I. The goal of national policy 


The record of residential construction in this country over the years indicates 
that the home-building industry is characterized by long cycles of activity, alter- 
nating in booms and depressions. Because of the great importance of the home- 
building industry in our national economy, fluctuations in this area play an 
important role in the problem of instability in the economy as a whole. 

In view of these circumstances, it is appropriate for the Federal Government, 
through general credit policy, through policy with respect to the Government 
insured and guaranteed mortgage program, and in other similar ways, to aid 
in lending stability to the private home building industry. The objective of 
Government policy in this regard should be to help level off the peaks and fill 
in the valleys in home building. This does not mean that the Government has 
a responsibility at any time to build houses itself; rather, its efforts should be 
confined to providing a general economic climate conducive to stability in private 
home building. 

It would be a mistake to define the appropriateness for Government to exert 
a stabilizing influence in the housing field in terms of a rigidly fixed number of 
housing starts per annum—for erample, the 1 million units so often cited. A 
rigid objective of this sort is not in keeping with the flexible, free market economy 
on which we place reliance. Moreover, whatever the stabilization objective, 
the number of housing starts each year must bear a direct relationship to such 
basie forces as the rate of family formation, the need for replacement of clearly 
substandard housing, and the ability of people to pay for housing. Whatever 
the general objective of stability, there must be leeway for the inevitable price 
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and production adjustments and readjustments which are so healthy in our free 
market economy. 


II, The Government-insured and guaranteed mortgage program 


A. The function of FHA mortgage insurance.—The FHA system of home mort- 
gage insurance is, if administered soundly and with flexibility, a desirable vehicle 
for lending stability to home building and mortgage lending. The idea of mort- 
gage insurance as set forth in the preamble of the original Federal Housing Act 
is basically sound, but there is evidence that the FHA program has departed 
from the original plan. The FHA should return to the function originally in- 
tended, namely purely as an insuring agency to be eperated on business principles 
and with adequate reserves in order to make its maximum contribution to a stable 
mortgage market. 

B. Interest rate policy with respect to Government insured and guaranteed 
mortgages.—The fundamental cause for the present shortage of Government 
insured and guaranteed mortgage financing is, along with the excess of overall 
demand for capital funds relative to the supply of savings, that the existing rate 
on these loans is not sufficiently flexible, and although it was recently increased to 
414 percent the insured or guaranteed mortgage is still not entirely competitive at 
par with rates on alternative investments. It should not be overlooked that at 
this rate the net yield to investors after meeting servicing and other costs is con- 
siderably below 444 percent, and is nearer 3.75 percent. Other interest rates 
set by competitive market forces have risen in the past several months as a result 
of the heavy demand for capital funds, whereas the rate on insured and guaran- 
teed mortgages has not been permitted to adjust fully to meet changing capital 
market conditions. 

The basic solution to the problems which we have experienced in recent years 
in the mortgage market is to make the insured and guaranteed rate flexible so 
that it can reflect and adjust fully to free-market forces. This can be accom- 
plished in the following way. The FHA Commissioner should set a maximum 
permissible rate which can be charged on insured and guaranteed mortgage 
loans, but this rate should be substantially above the current going market rate. 
Under the ceiling of the maximum, the actual contract rates on individual in- 
sured and guaranteed mortgages would be set as a result of competitive market 
forces. The rates would move up or down depending on market competition 
and would also be allowed to reflect geographical differences in the market, as 
well as the additional expense involved in handling a small volume of loans in 
smaller towns and rural areas. Despite flexibility in the contract rate on 
insured and guaranteed mortgages, there will always be a tendency for dis- 
counts or premiums to arise on these mortgages (as on any mortgages) as 
market conditions change, so that official approbation of trading of insured and 
guaranteed mortgages at a discount or premium is needed. 

The general principle of flexible rates should also apply to rates payable on 
FHA debentures. Historically the FHA debenture rate has been reduced dur- 
ing a period in which the down payments have been cut and the maturity of 
FHA loans has been extended, the latter not only making the loans less attrac- 
tive but also having the additional disadvantage of leading to an extension of 
the maturity of FHA debentures. In order to keep the FHA mortgages com- 
petitively attractive in the general capital market where rate flexibility prevails, 
it is necessary to follow a flexible policy with respect to the FHA debenture rate 
and to permit this rate to rise in a rising interest rate market. The debenture 
rate at the time of making the loan should be kept in line with the general level 
of interest rates. 

C. Federal Reserve influence on insured mortgage terms.—As indicated in the 
preceding section, interest rates on Government-insured and guaranteed’ mort- 
gages, as well as conventional mortgages, should be entirely free to move in 
response to basic conditions of supply and demand for mortgage funds in the 
market, and to reflect such factors as regional differences in risks, in servicing 
costs, and in costs of foreclosure. Within this framework, interest rates will 
automatically exert a stabilizing influence in that they will tend to rise in a 
period of boom in housing and mortgage lending and to decline in a period of 
downturn. Any Government influence on mortgage interest rates, if needed at 
all, should be exerted solely through the exercise of the indirect general credit 
control powers of the Federal Reserve. 


1Tt is later recommended that the VA home mort program be merged with FHA, so 
that the FHA commissioner would administer both the insured and guaranteed program. 
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Aside from the rate of interest, other terms on Government-insured and 
guaranteed mortgages, notably the amount of downpayment required and the 
length of the amortization period, have a direct effect upon the yolume of 
mortgage credit. In the past these terms have been set rigidly by the Congress 
without much opportunity for administrative flexibility. There have been oc- 
casions in recent years, for example, when Congress has moved to ease down 
payments and to lengthen amortization periods at the same time that the 
Federal Reserve has been exercising its general credit control powers to tighten 
credit in an effort to combat inflation. 

It would be desirable in the future for Congress to provide discretionary 
authority, within limits, for the FHA Commissioner to fix the various terms of 
the insured and guaranteed loans such as downpayment and period of amortiza- 
tion. In exercising such discretionary authority, the Commissioner should, of 
course, have an eye to stability in home building and in the economy as a whole. 
To insure appropriate use of his discretionary authority, the Administrator 
should be required to consult regularly with the Federal Reserve authorities in 
order to maintain consistency between general credit control policy and the 
noninterest rate terms on insured and guaranteed loans. 

D. Organization and administration of the Government-insured and guaran- 
teed mortgage program.—Certain changes are needed in the organization and 
administration of the Government-insured and guaranteed mortgage program 
as follows: 

1. Both the Federal Housing Administration and the Home Loan Bank Board 
should be restored to independent status and should no longer be affiliated 
with the Housing and Home Finance Agency. With both of these agencies 
operating independently, the remaining need for HHFA is greatly reduced. 
It may be true, however, that HHFA should continue to function, at least on 
an interim basis, as a coordinating agency on housing and mortgage matters. 
For example, HHFA might serve on an interim basis to handle such matters 
as of the disposition of Lanham Act housing, the liquidation of FNMA (as later 
recommended), Alaska housing, college housing, and the community facilities 
program. Also, there is a real need for an improved research and statistical 
program by Government in the housing and mortgage lending field which might 
be assigned to HHFA. 

2. Rivalry between the VA and FHA with respect to the making of loans 
and the liquidating of holdings involves serious disadvantages. Therefore, the 
VA home mortgage program should be merged with FHA in a separate title. 
At the same time, the VA should retain the function of guaranteeing veterans’ 
business loans. Aside from eliminating the dangers inherent in rivalry between 
FHA and VA, the merger of the VA home mortgage operation into FHA would 
lead to greater efficiency and economy for the entire operation. 

3. Regardless. of whether recommendation No. 2 above is adopted, the VA 
should accept FHA appraisals and inspections, as well as field services and 
supervision, thereby relieving the taxpayer of the cost of duplicated services 
and eliminating for the home building industry all the details, difficulties, and 
costs entailed in dual processing. The independent appraisal operations of 
the VA Loan Guaranty Division should be abolished. Now that a competitive 
market for housing has been reestablished, VA should abandon the “reasonable 
value test,” insisting only that the veteran buyer should know the FHA valua- 
tion placed on a piece of property and should sign a declaration for VA that 
he has seen it. 

EF. Matters of detail.—Apart from the recommendations already made with 
respect to the Government-insured and guaranteed mortgage program, there 
are several additional recommendations dealing with the detailed operation of 
the program which deserve mention, as follows: 

1. There does not seem to be any real economic justification for the present 
FHA policy of insuring a much higher percentage of mortgages for the purehase of 
new housing than for the purchase of older housing. Therefore, the FHA should 
at the present time take steps to narrow the margin. Discretion as to the 
terms should reside with the FHA Commissioner, who should maintain a policy 
of flexibility with respect to the insurance terms on new and older houses 
depending on economic circumstances at any given time. In the exercise of 
this discretionary authority the Commissioner should be required to consult 
with the Federal Reserve Board. Under the proposal being made here, it 
should be recognized that the margin of safety on the loans on older houses 
would be preserved in that the appraisal of the older houses would naturally 


reflect the difference in value of the older house as compared with the newer 
one. 
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2. The FHA should give encouragement to higher standards of space, design, 
construction, and land planning. 

8. The various FHA titles should be completely overhauled to develop one 
simplified insurance pattern for all owner-occupied 1 to 4 family units and one 
simplified pattern for all civilian rental housing. 

4. The FHA program of insuring cooperative housing should be critically 
reviewed. There is serious doubt whether this program is basically needed. 
Moreover, it should be remembered that cooperative housing projects have the 
serious pitfall, as shown by history, that if a small minority of the families 
in such a project experience financial difficulty the entire project then experiences 
trouble. 

5. FHA procedures should be simplified to make it easier to employ FHA 
debentures for the payment of insurance premiums. 

6. FHA should simplify its various rules and regulations in order to reduce 
originating and servicing costs. : 

7. FHA, by establishing certain standards should lend its influence for uni- 
formity of State law with respect to mortgage foreclosures. Costly foreclosure 
laws in many States add greatly to the expense of mortgage lending. It is 
essential that the foreclosure procedure be improved, according to satisfactory 
standards, and made uniform in the various States in the interest of lower 
mortgage-lending costs. 

8. FHA should also lend its influence to achieve uniformity of building codes 
in municipalities throughout the country. Much can also be done through 
private groups, such as the United States Chamber of Commerce, to educate 
municipal officials on the value of a uniform system of building costs. 


III. Direct Government loans in the housing field 


The program of direct Government loans to veterans for the purchase of homes 
and farmhouses is unnecessary and should be terminated. The argument which 
has been made for this program is that there are certain rural and remote 
localities in the country where private mortgage credit is unavailable so that 
direct Government lending to veterans is rendered necessary. 

Actually, the mortgage market in the United States is exceedingly fluid and 
mortgage money from private lending institutions will flow, within the limits 
of the total supply of savings, to all communities provided that interest rates 
are flexible enough to reflect fully the risks and servicing costs involved. The 
apparent need for direct Government lending has been caused by the rigidity 
of the VA mortgage rate and its failure to reflect regional differences in risks, 
servicing costs, costs of foreclosure, and the like. 

The adoption of a flexible interest rate policy on Government insured and 
guaranteed loans, such as was outlined earlier, and the recognition of regional 
differences in risks, servicing costs, costs of foreclosure, and the like should 


completely eliminate, except possibly in extreme cases, any need for the direct- 
lending program. 


IV. Fannie May—Public or private 


Operations of the Federal National Mortgage Association shuld be terminated 
and the mortgages held by FNMA should be liquidated just as promptly as is 
consistent with orderly market conditions. Throughout the postwar period 
INMA has served to provide a primary market for Government insured and 
guaranteed mortgages bearing interest rates not competitive in the market. 
Its operations have constituted a drain on the Federal budget and have often 
throughout the postwar period contributed to inflationary forces in the booming 
housing market. If the interest rate policy on Government insured and guar- 
anteed loans which was outlined earlier is followed, the private lending institu- 
tions of this country—the life-insurance companies, the mutual savings banks, 
the commercial banks, and others—will provide an adequate secondary market 
for home-mortgage loans. 

Just as there is no real need for FNMA, assuming the adoption of flexible 
interest rates on Government insured and guaranteed loans and the recognition 
of regional differences in risks, servicing costs, costs of foreclosure, and the like, 
there is likewise no need fr a private national or central mortgage bank, as 
is currently being urged in several quarters. This private bank would at best be 
merely a substitute for FNMA and would still have as its basic function the 
purchase of Gvernment insured and guaranteed mortgages which, because of 
their failure to meet market competition, are not salable to the private lending. 
institutions. The time has come to stop resorting to palliatives and to introduce 
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a basic remedy—namely, real market flexibility of rates on Government insured 
and guaranteed mortgages. 


The idea of a private national mortgage bank has serious disadvantages. In 
order to obtain the funds to purchase mortgages, the bank will be required to 
sell debentures, and it seems obvious that the only possible market for these 
debentures will be with the lending institutions which in the first instance have 
found the mortgages unattractive because of rate rigidity. In a period of 
heavy demand for capital funds, which would be the time of greatest need for 
the national mortgage bank, there will not be a market for the bank’s deben- 
tures unless some way can be found to sell them to the banking system. How- 
ever, resort to the banking system under such conditions would have serious 
inflationary consequences and should not be permitted in the general public 


interest. 
V. Slum clearance and low-rent housing 


It cannot be denied that in certain cities throughout the country there is a 
serious problem of slum clearance and low-rent housing. It is doubtful, however, 
that public housing is the answer to this problem. Certainly the public-housing 
program to date has had serious shortcomings, with housing being built in places 


where it was not needed, and with high-income groups living in public-housing 
projects. 


The present period of high prosperity and much improved housing standards 
affords a good opportunity for a thorough study of why the public-housing pro- 
gram has failed and what basically can be done to meet the slum clearance and 
urban-redevelopment question. This study should consider the question of 
whether a sound and workable basis can be devised for making it possible for 
private enterprise, with Federal, State, and municipal participation, to do the job. 

Senator Sparkman. Thank you for taking part. Mr, Mason, you 
haven’t been here all the way through, but I wonder if you have any 
concluding remarks, 

Mr. Mason. I came down to Washington 19 months ago. I have 
learned an awful lot, and among other things that I was not an 
expert. I would say that while these gentlemen sitting around the 
table here have told us that we acted at the wrong time in making the 
decisions that we did, an equal number of citizens would gather around 
and say that we acted too soon and that it wasn’t a question of not 
acting soon enough. I have observed that whatever I do, there are 
two fields of thought. I am sure you find the same thing. 

I think that this sort of hearing is quite novel and very helpful. It 
certainly has been very helpful to me. 

Senator Sparkman. Thank you for your part, Mr. Mason. 

Mr. Mayo. 

Mr. Mayo. I have no further comment to make. It has been very 
helpful. 

Senator Sparkman. Mr. Young. 

Mr. Younc. No comment, Mr. Chairman, other than to express for 
the chairman his appreciation of the opportunity to participate in this 
hearing, and then to add one other item. 

A very large volume of mortgage underwriting is going on at the 
present time. There is a large and growing stream of savings in this 
country, and there is no reason in the world to think it won’t be 
larger next year. 

Senator Sparkman. We thank you for the optimistic note. 

Mr. McAllister. 

Mr. McAruister. I also want to thank you for the very fine manner 
in which I think you have conducted this meeting. I would like to 
observe that there has been some considerable liaison nee the 
Treasury and the Federal Reserve, Council of Economic Advisers, 
the VA, FHA, and HHFA, and the Home Loan Bank Board. I am 
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inclined to believe that as a result of the comments and suggestions 
made here that there probably will be closer liaison in the future. 
Certainly I feel benefited by having had the privilege of being a par- 
ticipant in the conference, and I am sure that the Home Loan Bank 
Board will take the suggestions that have been made and give them 
very careful consideration. ; 

Senator SparkMAN. Thank you, Mr. McAllister, We are certainly 
glad that you were able to be with us throughout. 

Mr. Stone. 

Mr. Stone. Mr. Chairman, we of the Veterans’ Administration are 
happy to have participated in this conference, and believe that it has 
served a very valuable purpose. We of the VA are just a little bit 
different than most of the people here. We depend a great deal, 
entirely in fact, with the exception of our direct-loan program, on the 
people who handle mortgages. The meeting has brought to light a 
full discussion of the problems which face the various industry groups 
and the Government officials in dealing with an extremely intricate 
and complex problem. 

The primary objective of the Veterans’ Administration in admin- 
istering the loan-guaranty program is to assist in every way possible 
those veterans who are desirous of obtaining loans by using the entitle- 
ment benefits which have been provided for them. We recognize, 
however, that the national interest must be considered as well as the 
interest of the individual, and that at certain times steps must be taken 
to avoid having an imbalanced situation result. 

The various controversial issues which presently exist in the residen- 
tial construction and home-financing field have been fully aired. By 
so airing the issues, much good is accomplished through a clearer 
understanding. For example, it was made clear that warehousing is 
not per se an evil device and, properly used, has its place in the mort- 
gage-financing field. 

The availability of mortgage funds appears to be the big problem 
in the coming year. The informed observers still seem to be fairly 
unanimous in their view that in 1956 there will be approximately 
1,200,000 new housing starts, and we can expect that about one-third 
of these units will be marketed with the assistance of VA guaranteed 
loans. We expect further that an additional 250,000 veterans will be 
buying existing homes with the aid of VA financing. We have suffi- 
cient confidence in the way that we Americans are able to get a job 
done that ways and means will be devised to cope with whatever 
problems should arise. 

As was brought out earlier yesterday, if the limitations imposed 
on VA guaranteed loans shoakd have undesirable effects, you may be 
assured that they will be adjusted or removed. 

I would like to add further that several have pointed out the fact 
that we made our controls perhaps a little bit too late. They have up 
to 30 years of maturity in the mortgage. The mortgages that we guar- 
antee may be any number of years, and due to the fact that perhaps 
the lenders wanted to make an additional profit or the sellers through 
force of their salesmen forced them into the 30-year maturity, the 
control was put.on because the sellers and the mortgage people were 
forcing and raising a high percentage of the buyers into the 30-year _. 
bracket. It was not entirely a matter of controls that controlled such 
a situation. 
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Senator Sparkman. Thank you, Mr. Stone. Mr. Sweeney. 

Mr. Sweeney. I have no comment. 

Senator SparKMAN. Gentlemen, let me thank all of you for your 
part in this conference. I feel that it has been quite helpful to me. 
I always feel that the exchange of thoughts ome a table such as this 
is good, even though they may not result in unanimous agreement or 
even in any clear-cut decision. I believe that it will prove profitable 
for all of us. I want to express my appreciation and that of the com- 
mittee to every one of you for the part that you have had in it. 

If there is nothing else, the committee will adjourn. 

(Whereupon, at 12:52 p. m., Tuesday, November 29, 1955, the 
roundtable discussion was concluded.) 
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